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FEDERAL RESERVE REFORM ACT OF 1977 



UOlfSAT, JI7LT 18, 1677 

House op Representatives, 
Committee on Banking, Finance, and Urban Attairs, 

'Washington, D.C. 

The committee met at 10 a.m. in room 2128 of the Rayburn House 
Office Building; Hon. Henry S. Reuss (chairman of the committee) 
presidmg. 

Present: Representatives Reuss, Gonzalez, Annunzio, Hanley, 
MitcheJl, Neal, Blanchard, SpcUman, Hanno,ford, Lundine, Pattison, 
Cavanaugh, Oakar, Mattox, Vento, Barnard, Stanton, Brown, Rous- 
selot. Hansen, Kelly, Grassley, Fenwiclt, Leach, and Caputo. 

The Chairman, Good morning. 

The House Committee on Banking, Finance, and Urban Affairs 
will be in order for the commencement of hearings on H.R. 8094, a bill 
to promote the accountability of the Federal Reserve System. 

Congress, under article I, section 8 of the Constitution, has the power 
"to coin money, regulate the value thereof." 

After much experience with panic and depi-ession. Congress under 
the Federal Reserve Act of 1913 delegated to the Federal Reserve Sys- 
tem the (lay-to-day operations of its monetary power, with particular 
reference to the need for a "flexible currency." 

When we speak of the independence of the Federal Reserve, we 
speak of its independence from the executive branch and not from 
the Congress. Congress could have delegated its monetary power to 
the Executive, It chose instead to delegate it to the Federal Reserve, 
whoso Hoard membei-s' 14-ycar terms effectively insulate them from 
Executive manipulation. Though the Executive gained the ascend- 
ancy over tiie Federal Reserve during World War II and for half a 
decade thereafter, the Ifl-M accord between the Treasury and the Fed, 
negotiated by the Congress, reaffirmed and reinforced the independ- 
ence of the Federal Reserve from the Executive. 

For the first half century or so of its existence, the Federal Reserve 
can hardly be said to have been successful in its monetary policy, 
lentil the late 1920's, there was no monetan" policy worthy of the 
name. Thereafter, it was mostly wrong-headed. Excessively restric- 
tive monetary policy helped bring on the depression of 1929 and snuff 
out the beginnings of recovery in 1937. 

During the war years, and right up until the accord of 1951, Fed- 
eral Reserve monetary policv was excessively dominated by the Execu- 
tive, and excessively loose. During most of the 1950's, monetary policy 
was too restrictive, and contributed to the slow growth of the decade. 

In the last 15 years, monetary policy has been too frequently char- 
acterized by stops and starts. Too much new money was created in 
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the Vietnam years of 1967 and 1968. helping to cause inflation. Then 
policy reversed and became too restrictive. Overease revived again in 
1972 and 1973. to be followed bv the excessive restrictiveness of late 
1974 and early 1975. 

Then, in March 1975, Congress enacted House Concurrent Resolu- 
tion 133. This resolution set up quarterly dialogues between the Fed- 
eral Resen'e and the House and Senate Banking Committees, and 
resulted in the Federal Reserve's stating its targets for the following 
12 months for the money supply, principally M, (the public's holdings 
of cash and checking accounts). By and large, this policy has worked 
well in the ensuing 2 years. 

There have been at least two exceptions, due to unfortunate relapses 
into stop-start policies. In June 1975, unnecessarilv upset by the in- 
crease in the money supply caused by the Federal income tax rebate, 
the Fed put on the monetary brakes, and contributed to the slow- 
down in recovery in the summer of 1975. Again, in April 1977, the 
Fed created an exhorbitant amount of new money, at an annual rate 
of almost 20 percent. Then, on some two-wrongs-can-make-a-ri^t 
basis, it lowered the creation of new money to zero in May lvI7, 
causing a wholly unnecessary increase in the bank prime rate. 

But I hope these were monetary aberrations from a sensible new 
trend. I hope the Federal Reserve will be able to resist the temptation 
to join what Business Week calls the new Mettemichs — the European 
central bankers — some of whom want to go back to the discredited 
operation of fighting inflation by so squeezing the money supply as to 
cause increased unemployment. 

So far T have been discussing the major activity of the Federal Re- 
serve System — monetary policy. But the Fed has two other very 
important functions — as principal regrulatory agency for State mem- 
ber banks of the Federal Reserve System, and as servicer of the 
banking system through check clearing operations and coin and 
currency transfers. 

Ab I have suggested, the Federal Reserve is a more serviceable 
agency today than at any time in its history. Its Chairman, Dr. Arthur 
Bums, is an able and respected leader. 

All the more reason, then, that the accountability to the public of 
the Fed needs to be sharpened. The five major provisions of H.R. 
8094, now before uk, would attempt to sharpen that accountability. 

There follow the five provisions of H.R. 8094, and the reasons for 
them: 



House Concurrent Resolution 133. which authorizes the quarterly 
dialog, expired by its own terms at the end of 1976. Chairman Bums 
continues to appear quarterly before the House and Senate Bank- 
ing Committees. But these appearances should be regularized and made 
bu8ines.<;like by statute. A suoces,sor Chairman, for example, could re- 
fuse to eneage in the dialog, and Congress could point to no law 
which was being flouted. 

In the course of making the dialog an ongoing procedure, two im- 
provements are needed. That Federal Reserve monetary policy is 
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meant to serve the Nation's goals contained in the Employment Act of 
1946 — for maximum employment, production, and price stability — 
needs to be explicitly stated. 

Second, the Federal Reserve should be required to testify not only 
concerning its proposed monetary aggregates for the ensuing year, 
as House Concurrent Resolution 133 retjuires, but on three related 
matters— anticipated velocity, estimated interest rates, and portfolio 
composition. 

First, the velocity with which money changes hands has a profound 
effect on the amount of new money that will be needed. The bill, 
therefore, includes "anticipated monetary velocity," as a subject on 
which the Fed should testify. 

Second, as part of the overall annual economic program of both 
the administration and the Federal Reserve, it is necessary at least 
to make an estimate of the levels of interest rates — particularly on 
business loans and on long-term mortgages. It is not suggested that a 
target for interest rates be stated, but merely an estimate of expected 
rates. 

■Coordination of fiscal and monetary policy would be greatly en- 
hanced if Government economists ou^ide the Fed understood what 
the Fed's interest rate anticipations were. As the people's representa- 
tives, the Congress is also entitled to know the Fed's view of the 
course of interest rates for the ensuing year. 

What about the fear that public revelation of anticipated interest 
rates would cause disruption in financial markets f Tliis is hard to 
see. Making such information available to all simply removes the ad- 
vantage that insiders in financial markets now enjoy, and reduces 
speculation based on rumors and misinformation that do cause insta- 
bility in the markets. It is worth noting that the Fed's often-stated 
view that prompt disclosure of Federal Open Market Committee di- 
rectives would cause disruption in the market has not proved true. The 
reduction from 90 to 30 days in the time FOMC decisions are kept 
secret has had no destabilizing effect, and in fact appears to have been 
beneficial. 

Finally, the Federal Reserve can affect the structure of interest 
rates by the composition of its portfolio of securities, currently valued 
at close to $100 billion, equal to one-fourth of the privately held 
national debt. For example, by increasing its holdings of longer 
term securities, the Fed can modestly bring down long term interest 
rates relative to short term interest rates. Proposed portfolio policy 
is, therefore, an important part of the Federal Reserve's quarterly 
presentation. 

These broadened guidelines would avoid the present total concen- 
tration on the monetary aggregates alone. 



Under present law, the nine Directors of each of the 12 Federal Re- 
serve banks have unduly narrow backgrounds. Commercial banks elect 
six of the nine— three class A Directors, always bankers, as their di- 
rect "representatives," and three class B Directors from "commerce, 
agriculture, or some other industrial pursuit." The three class C Di- 
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rectors are chosen by the Federal Reserve Board of Governors, with 
nothing said as to who they may be. 

As the Banking Committee staff study "Federal Reserve Directors: 
A Study of Corporate and Banking; Influence," August 1976— dis- 
closed, this has produced a representation grossly banker-oriented at 
the expense of other groups. Furthermore, it has resulted in the vir- 
tual exclusion of women, blacks, and representatives of labor unions 
and consumer interest organizations. 

H.B. 8094 would remedy the situation with respect to discrimina- 
tion by requiring that all directors — A, B, and C — -oe chosen "without 
discrimination on the basis of race, creed, color, sex, or national 
origin." 

As to economic representation, the three class A Directors would be 
left OS they are now — bankers. 

Class B directors would be specifically designated "public" and 
broadened from the present "commerce, agriculture, or some other in- 
dustrial pursuit" to "with due but not exclusive consideration to the 
interests of agriculture, commerce, industry, services, labor, and con- 
sumers." While class B directors are elected by the member banks, they 
should be chosen from a broader category than the ambiguous exist- 
ing "commerce, agriculture, or some other industrial pursuit." It is 
archaic to concentrate, for example, on "industrial pursuit," when 
service industries are steadily becoming more prominent than the 
purely industrial pursuits which were in everyone's minds in 1913 
when the Federal Reserve Act was written. "Services, labor, and con- 
sumers" are groups of our citizenry whose economic interests entitle 
them to consideration for seats on the Federal Reserve bank boards. 

Class C directors would be chosen, as now, by the Federal Reserve 
Board of Governors. But instead of no language as to qualification, 
they would have the same qualifications as elass B directors : They must 
represent the public, and "with due but not exclusive consideration to 
the interests of agriculture, commerce, industry, services, labor, and 



These first two provisions of H.R. 8094 — the permanent Congres- 
sional Federal Reserve dialog, and the broadening of the Federal 
Reserve bank directors — are substantially similar to H.R. 12934, which 
passed the House by a vote of 279 to 85 on May 10, 1976. Because of 
the adjournment of the Senate in September 1976, the bill did not 
reach action there. 



Under existinc law. members of the Federal Reserve Board of Gov- 
ernors, who serve 14-year terms, are subject to Senate confirmation at 
the time of their appointment : one of the Board Members is desisnated 
by the President to serve as Chairman for a 4-year term, but without 
Senate confirmation. Thus, the President can desiimate as Chairman 
someone who was confirmed by the Senate some 13 years previously, 
yet the Senate be powerless to confirm the annointee to what was re- 
cently called the Nation's "\o, 2 position." The bill would make the 
President's choice of Chairman subject to the advice and consent of 
the Senate. The Federal Reserve recently told this subcommittee that 
it hag no objection to this provision. 
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(4) PREVENT THE FEd's P8IN0 BANKS AS ITS L0BBT18TB 

The Federal Reserve System has been using bankers — who are 
deeply beholden to the Fed because of the Fed's ability to give or with- 
hold a discount window loan, or to give or withhold such privileges 
as approval for a merger, holding company acquisition, or an Edge 
Act office — to lobby on the Fed's benalf with legislators and other Gov- 
ernment officials. 

For example, as revealed by the minutes of the Board of Directors 
of the Federal Reserve Bank of Chicago for May 23, 1974, Vice Chair- 
man George W. Mitchell of the Federal Reserve Board of Governors 
commented on the lobbying efforts of the Fed to kill the bill requiring 
a GAO audit,: 

OoTCrnor Mitchell also noted that the GAO audit bill should come up for rote 
next weeh on the floor of the House. Reserve bank directors have been helpful in 
contacting- Congressmen and hopefully the bill can lie at least amended to restrict 
the type of audit if chances for outright elimination lessen. 

Chicago Federal Reserve Bank President Robert P. Mayo at the 
same meeting called for continuing lobbying efforts: 

Mr. Maro commented further on the GAO audit bill, noting that it 1b House 
Kill numbered 10260 and sliould be up for consideration on May 29. He then 
requested each director to make whatever calls seem natural to him in order to 
encourage support for the Federal Reserve position. 

The Philadelphia Federal Reserve Bank, in its minutes for May 4 
and May 18, 1972, described its use of private commercial banks and 
the New Jersey Bankers Association against a New Jersey bill which 
might have attracted independent banlcs away from the Fed : 

President Eaatburn said there was a hill in the New Jersey Assembly to per- 
mit nonmembers to keep up to 60 percent of their reserves in Government secu- 
rities. He indicated that this Bank bad been in touch with New Jersej' banhers, 
the New .Jersey Bankers Association and key legislators to express the feeling 
that the bill would be divisive, Inequitable, and disruptive, and would have an 
adverse effect on membership. He reported that the bill bad recently been sent 
back to committee. 

Again, the Richmond Federal Reserve Bank has also been adept at 
using bankers as official unregistered lobbyists for the Fed. In October 
1975, Richmond Federal Reserve Bank Chairman Robert W. Lawson, 
in a speech to the American Bankers Association at Hot Springs, Va,, 
congratulated the bankers for their great lobbying assist to the Fed. 
Chairman Lawson 's remarks were the subject of a colloquy between 
myself and Chairman Arthur Bums of the Federal Reserve Board of 
Governors at a hearing before the subcommittee on Financial Institu- 
tions Supervision, Regulation and Insurance of the Committee on 
Banking, Currency and Housing on January 21, 1976: 

Chairman Redsb. Let me now get Into the area of politics, which you brought 
op several times this morning In connection with the audit bill for the Fed. oii 
October 1, 1976, the American Banker carried an Interesting story on your Reserve 
Bank chairman in Blcbmond, Robert !>. T^wson. 

The headline was, "Federal Reserve Board Offldal Halls Bank Role In Killing 
GAO Audit of the Fed." And then It went on to describe his speech to a bankers 
group, In which be said : 

"Banks played a key role In blocking a confcresslonal audit of the Federal 
Reserve Board. The bankers In our district and elsewhere did a tremendous Job 
in helping to defeat the GAO bill. It shows what can lie done when the bankers 
of the country get together." 
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Mj questlOQ is : If you get the support of the banks on ao Issue which Is of 
great concern to ;ou, whether Congress hsR the right to audit your l>ookB or sot, 
are tbey not likely to expect In return kind treatment from you as a regulator? 
Tliey would not get It, of course, but are they not likely to expect It? 

Dr. BusNS. As for Mr. Lawson's statement, let me merely remind you that, as I 
Indicated In my testimony, we have In the System 269 directors, and neither I uor 
the Board can be responsible for what Individual directors may or may not say. 

Chairman Reubb. Did not the Federal Reserve people, to your knowledge, com- 
municate with the banks about bank lobbying against the audit bill? 

Dr. BuBKB. I played no part Id this activity at all, not because I would consider 
It wrong, but because I did not have the time. 

Chairman Reuse. My question was, with respect to people at the Fed, was there 
not a little communication there? 

Dr. BuaiTs. Yes. That Is to say, there was some communication between our 
various directors, not with bankers as such, but wltb bankers, journallstB, busi- 
ness people. I do not know wliom they contacted. And that, I think, la an entirely 
legitimate activity. After all, do not Members of Congress want to bear from their 
constltaenta? 

It is ]'ust as improper for the Federal Reserve Syst«m to use a 
regulated industry as its lobbyist as it would be for, say, the Federal 
Power Commission to enlist executives of the oil and gas companies it 
regulates to lobby Congress on matters of concern to the FPC. Such 
activities by the Federal Power Commission, would, of course, be 
clearly illegal under the overall act forbidding lobbying by adminis- 
trative agencies with money appropriated by the Congress (18 U.S. 
Code, 1913). The Fed is technically exempt from this statute because 
its funds are not appropriated bv Congress. 

Such use of the banks for lobbying purposes should cease. Accord- 
ingly, section 4 of H.R, 8094 forbids directors or ofEcers of the Federal 
Reserve from getting banks or other institutions regulated by the Fed 
to lobby for legislation at the Fed's behest. 



Under existing law, employees and officers of the U.S. Government 
may not participate in any matter before the Government in which 
they or a member of their family or business have an interest, unless 
there is first a full disclosure of this interest and an official written 
determination by an official that this interest is not substantial. The 
Fed is not covered, H,R. 8094 extends this prohibition to Federal 
Reserve Bank officers, employees, and dire.ctors. The minutes of Federal 
Reserve Bank meetings previously referred to contain instances of 
Federal Reserve officials proceeding to exercise their authority despite' 
a clear conflict of interest. 

The proposal for an audit of the Federal Reserve System contained 
in an earlier version of the Federal Reserve Reform Act of 1971 has 
been dropped because the House Government Operations Copimittee 
on June 28 reported a bill providing for such an audit, H.R, 2176. That 
bill provides for an audit not only of the Fed but of the Comptroller 
of the Currency and the Federal Deposit Insurance Corporation. 

Taken altogether, this legislation will make the Federal Reserve 
System more accountable. As Dean Jonathan Swift said : "Providence 
never intended to make the management of public affairs a mystery, 
to be comprehended only bv a few persons of sublime genias." 

[A copy of H.R. 8094 follows :1 



.yGoogIc 



H. R. 8094 



IN THE HOUSE OF REPRESENTATIVES 

June 29, 1977 

Mr. RErss iiitn>tluce(l the following bill; which wns icfcrred to the Con 

mittee on Bunking, Finance and Utban AITairs 



A BILL 

To promote the arcouiitaMlity of the Fedeml Reserve System. 

1 Be it enacted by the Senate and House of Jlepresenta- 

2 tives of the United States of America in Congress assembled, 

3 CONdRESSIONAL-FEDERAL RESBR\t: DIALOG ON JIONETAET 

4 POLICY 

5 Section 1. Insert a new section 2A immedintely after 

6 section 2 of tlie Fedeml Eoscrve Act to read as follows : 

7 "section 2 A. GENERAL rOI.ICY: CONGItESSIONAL REVIEW 

8 " (a) The formulation and implementation of inonetaiy 

9 policy under this Act shall he governed by the national 

10 policy to promote maximum employment, production, and 

11 price stability. 

12 " (b) At quarterly hearings conducted alternately by tbe 
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2 

1 CoiniiilUcr oil r>;iiLkii]g, llimsiiig, ami Urban AITiilrs of the 

2 Seiialu and llic C'omiuillec on liaukiug, Finance and Urban 

3 Atiiiirs of lliL' House, reprc-^fiitii lives of flic Fiidenil Ecserve 

4 System shall testifj- concL'rnliig the Board of Governors' and 

5 the Federal O^jen Market Conmiifteu's proposed monetary 

6 policy for the next twelve months, uicluding proposed mone- 

7 tary aggregate*, anticipated monetary veloeitj^, estimated 

8 levels of interest rates {pnrtienlarly on busines^s loans and on 

9 long-term honsbig morlgiiges), and the proposed C(miposi- 

10 lion of the Federal Kescrve's porlfolio.". 

11 B()Ai;r>S or t>ll!E(T01(S or FEllEItAI. IIKSEIIVI'; liAXKS 

12 Sec. 2. The following paragraphs of section 4 of tbe 

13 I'ederal ]tcser\c Act are amended: 

14 (a) the tenth |>aragr:ip!i by In'^orting jifler the 

15 cnmnio ihe follinving: 'Svilhout discrimhiation on the 

16 basis of race, creed, color, ses, or national origin,". 

17 (b) the eleventh paragraph by striking all after 

18 "menL)>ers," and subsfltnling "who shall represent the 
39 public and shiill be elected wilJiouf dlscrlniinalion on the 

20 ''fisis of rare, creed, color, sex, or national origin, and 

21 with due but not exclusive consideration to the infci'- 

22 ests of agrieidture, connncrce, industry, services, labor, 

23 iind consnniers.". 

24 (c) the twelfth paragraph by inserting immediately 

25 ■ the fir>t ^enlence thereof the following sentence: 
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1 "Tliey sliall he selected to rrprcspnt the pnlillr, willmut 

2 disei'iiiiination on the basis of race, creetl, color, sex, or 

3 nationiil origin, and with due hut not cxdiisivc considora- 

4 tinn to the interests of agriculturr, commerce, industry, 

5 services, laW, and consumers.". 

6 SEN'ATE COSFIEJIATION OF cnATRMAN OF BOARD OF 

7 nOTEBNORS 

8 Sir. .■!. The second paragraph of section If) of the Fcd- 

9 era] Pescrve Act if amended hy striking ont the tliird sen- 

10 tence and inserting in lieu thereof the following: "Of the 

11 persons thus appointed, tlie Tre-idrnt shall appoint one, hy 

12 and with the advice and consent of the Senate, to serve as 

13 Cliaii'man of the Hoard for a term of four years and one shall 

14 he dc-igiiafcd hy the President a Vice ("'hainnan of (he Board 

15 for a teim ( i u., .■ years.". 

16 LOBBYING COMMUKICATIONS WITH REGULATED 

17 INSTITUTIONS 

18 Sec. 4. Section 10 of the Federal Reserve Act is 

19 amended hy inserting immediately after the last sentence 

20 thereof the following sentence: "No member of the Board 

21 of Governors, director, officer, or employee of the Federal 

22 Ecservc system may communicate with any director, ofTicer, 

23 or employee of any institution suhjcet to the regulatory aii- 

24 thority of the Federal Eesen^e System to influence ieg^sla- 

25 tivc actions alTecting the Federal Reserve System.". 
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1 CONl'-I,ICTS OF IN'I'EKEST 

2 Sec. 5. Subsection 208 fa) of title 18, United States 

3 Code, is amended l>y adding "a Federal Reserve bank direc- 

4 tor, officer, or employee," iramcdiately before "or of the 

5 Distiict of Columbia". 

6 HEKKRESCES TO FEDERAL ItESEBra ACT PAEAGBAPHa 

7 Sec, 6. Rofcrcucos in this Act to paragraphs of the Fed- 

8 oral Reserve Act refer to the paragi^aphs as designated in the 

9 coiiipilatiou of (he Federal Reserve Act as amended through 

10 1974, eoni]iiU'd under ihc direction of the Board of Governors 

11 of the Fcilnal Reserve System In its legal division. 

12 SliORT TITLli 

13 Sec. 7. The short title of this Act shall be the "Federal 
li Reserve Reform Act of 1977". 

The Chairman. We are fortunate to have with us this morning 
the majority leader of the House of Representatives, Hon. Jim Wright, 
of Texas. Mr. Wright has a prepared statement which, under the 
rule and without objection, will be received in full into the i^ecord. 

Before calling on Mr. Wright, I turn to our friend, the ranking 
minority member, Mr. Stanton, to inquire whether he has any opening 
remarks. 

Mr. Stanton. Mr. Chairman, I have no opening remarks. I would 
just take this opportunity to say I am glad the majority leader is with 
us, and I would be glad to have him proceed. 

The Chairman. Thank you very much. 

Mr. Wright? 

STATEHEIIT OF HON. JIU WEIGHT, MAJORITY LEASES, A REFRE- 
SEHTATITE IK CONGRESS FEOH THE STATE OF TEXAS 

Mr. Wrioht. Mr. Chairman and membere of the committee, for 
many years, under the leadership of the late Wright Patman. of Texas, 
and now under that of Chairman Reuss of Wisconsin, the House Bank- 
ing Committee has taken the lead in stimulating public discussion on 
the imnn>^o>>''e of monetary policy in the Nation s economy. 
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Today the public is more aware than ever of the impact of monetary 
policy and interest rates on jobs, inflation, production, and economic 
growth. The heightened awareness is due partly to the persistent efforts 
of this committee, partly, also, to the wrenching experience of 1974 
when interest rates climbed to levels we could not have imagined pre- 
viously and wreaked havoc with the Nation's economy. The puolic 
and Congress now recognize better than ever the importance of the 
Federal Reserve's conduct of monetary policy and its regulation of the 
banking system, the need for regular oversight by Congress, and 
greater accountability to the public on the part of the Fed — in short 
for the provisions embodied in this bill, H.R. 8094, the Federal Reserve 
Reform Act of 1977. 

This committee has done a thorough job of laying the groundworit 
for this legislation. The FINE study, "Financial Institutions and 
the Nation's Economy," in the 94th Congress, heard from scores of 
witnesses about the need for financial reform, many of them directing 
their testimony to the need for changes in the Federal Reserve Sys- 
tem. The landmark committee study, "The Federal Reserve Direc- 
tors — ^A Study of Corporate and Banking Influence" of August 1976, 
spelled out in great detail the way in which the Federal Reserve Sys- 
tem has become dominated by a fairly narrow range of interests. 

No more studies or hearings are needed. Every aspect of the issues 
dealt with in this legislation has been well explored. What is needed 
now is legislation addressing the problems that have been identified in 
the Federal Reserve System, and enhancing the role of Congress in 
oversight of monetary policy in the coming years. 

This legislation goes directly to the chief concerns that have been 
laised. 

You have done an excellent job, of course, Mr, Chairman, explain- 
ing the five fundamental provisions of the bill. Let me just touch on 
each of them very briefly. 

The first thing the bill would do would be to require a quarterly 
dialog on monetary policy. It seems to me that the experience with 
House Concurrent "Resolution 133 in the last Congress would give us 
eveiT reason to make this practice of mandatory quarterly appearances 
before Hie Banking Committees of the House and Senate a permanent 
part of the statute. 

The Federal Resei-ve is expected, after all, to be responsive to the 
Congress. It was never intended to be entirely independent of Con- 
gress, as has been well i-ecognized for some time. 

For instance, in hearings on the President's economic report before 
the .TEC in lfl60, Mr. Patman asked former Fed Chairman William 
McCresney Martin: "Would you agree, Mr. Martin, that the only 
authority for issuing money aiitl regulating the value of money is the 
constitutional authority of Congress?" 

And Mr. Martin replied, "I have never questioned the authonty of 
Congress." , „ , , 

It is extremely important that the views af Congress be made 
explicit to the Fed. The Fe<l is, after all, not infallible, and i» fa«t 
has had a rather sjiotty i-ecord over the years in management of the 
money supply. 



.yGoogIc 



12 

House Concurrent Resolution 183 required the Fed to testify only 
on targets for monetary growth for the ensuing year. The requirement 
in this bill that the Fed testify also on anticipated velocity, estimated 
levels of interest rates, and the composition of the Fed's portfolio is s 
worthy addition to House Concurrent Resolution 13S. It will contrib- 
ute greatly to the public's understanding of monetary issues, and will 
help make the Fed more accountable to Congress in a completely 
appropriate way. 

A second basic provision of the bill would broaden the public rep- 
resentation on the boards of directors of the Federal Reserve banks. 

The summary conclusion of your committee's staff study of Fed- 
eral Reserve Directors was very well put, namely, that "the Federal 
Reserve Directors are apparently representatives of a small elite group 
which dominates much of the economic life of this Nation," It hss 
been true, as the study noted, that the list of the Federal Reserve 
Directors reads like a page out of "Who's Who in American 
Corporations." 

Mr. Chairman, the boards of director have been too narrowly 
dominatod by bankers and big businessmen. There are many others 
who have just as much expertise and certainly as great an interest in 
the health of the Nation's economy as directly influenced by the poli- 
cies of the Federal Reserve, 

The third requirement of the bill would be that the Chairman of 
the Board of Governors would have to be confirmed by the Senate. 
Now, the Chairman of the Federal Reserve Board certainly occupies 
one of the most powerful positions in the United States. It is almost 
inconceivable to me that the person can be appointed to that position 
for a period of 4 years without undergoing the same process of Senate 
confirmation that governs far los.*; important positions in the Federal 
Esta^slishment. 

Now, for the position of Chairman, the Senate should have the 
opportunity to explore the nominee's qualifications and views above 
and l)evond the examination customarily undertaken for a person 
who would serve as only one of seven members of the Board of 
Governors, and this bill would remedy that omission. 

The fourth provision of the bill would restrict lobbying by the 
Federal Reserve. 

Mr. Chairman, one need not have been around Congress as long as 
I have to be painfully aware of the intense lobbying activities that 
seems to arise whenever a bill opposed by the Federal Reserve is 
before the Congress. Members are swamped with calls and visits from 
bankers and businessmen. It has been evident that this intense lobby- 
ing activity is no spontaneous grassroots affair. Not until the minutes 
of the boards of directors of the Federal Reserve banks became avail- 
able to your committee, however, had it been documented how exten- 
sively this lobbying has been orchestrated by the Federal Reserve 
Board itself. 

Now, if the Federal Reserve wishes to kill or modify a particular 
piece of legislation, it has a powerful network of friends from the 
biggest corporation board rooms to the smallest banks that it can call 
upon. It seems highly improper to me for the Federal Reserve, an 
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apency of the U.S. Government, to urge bankers who it regulates to 
lobby the Congress in support of specific lef^slation and get their 
friends and associates in the banking communities to do the same. 

As you have observed, Mr. Chairman, the Federal Reserve has a 
powerful hold on those bankers. It makes critical decisions affecting 
their businesses, and the bankers, naturally, are anxious to respond 
to its plea for help. 

Officials of other agencies of the Government, I might point out, 
have been specifically forbidden by law from the kinds of lobbying 
activities which have been disclosed by the Fed's own minutes. The 
Federal Reserve is exempted only liecause of the technicality that its 
funds are not appropriated by Congress. Well, that is a loophole that 
T think should be closed. It is no more acceptable for the Federal 
Reserve to use its officials or directors to lobby on behalf of its in- 
terests than it would be for members of any other regulatory com- 
mission to elicit industides they regulate in lobbying efforts. Nobody 
wants to limit the rights of any citizen to petition his Congress, but 
the limits to the propriety of such activity in the case of officials -Tf the 
Government are will recognized in law. 

Finally, this bill would prevent conflicts of interest. 
Public trust in Government is one of the fundamentals of success 
of the democratic government. Unfortunately, public opinion polls 
in recent years have shown a strong element of distrust in Govern- 
ment. One factor that feeds such distrust is the revelation from time 
to time of conflict of interest situations on the part of Government 
officials. Therefoi-e, it seems quite essential to me that every effort be 
made to prevent conflicts of interest. 

Wliile I have great confidence in the basic integrity of the Federal 
Reserve and its officials, the minutes of the Federal Reserve Board of 
Directors do reveal that conflict of interest situations may not always 
have been satisfactorily resolved, so it is important, it seems to me, 
that potential conflict of interest situations be explicitly dealt with 
in the statute. 

The Federal Reserve has not been covered by the same conflict of 
interest statutes that govern employees of other official departments 
and agencies, and this bill, H.R. 8094. would extend to Federal Re- 
serve bank officials, employees, and directors the same restrictions 
against conflicts of interest that apply elsewheie in government. 

Mr. Chairman, it seems to me that the changes proposed in this 
legislation are hardly revolutionary, but I believe they are very im- 
portant. They would hold the Federal Reserve more accountable to 
the Congress and to the public in the conduct of monetary policy with- 
out compromising the essential degree of independence of the Fed 
originally intended by Congi-ess. These changes would increase the 
participation of a broader segment of the public in the operation of 
this vital institution, and they would apply to the Fed the same stric- 
tures against lobbying and conflicts of interest that have applied for 
a long time to other agencies of the Government. 

And so, Mr. Chairman, I would like to commend you and this 
committee for undertaking the important reforms that are embodied 
in this legislation. 
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The Chairman, I want to commend you. Mr. Wright, for a very 
able statempiit and in saying, as you do on page 3 of your statement — 
and I quote : "The Fed is, after all, not infallible, and in fact has had 
a rather spotty record over the years in management of the money 
supply." 

You are carrying on in the tradition of Dean Swift, who I men- 
tioned in my inti-oductory remarks said that "Providence never in- 
fended to make the management of public affairs a mystery to be 
comprehended only by a few persons of sublime genius." 

I think it is a credit to your leadership and to the new look in Con- 
gress generally that the legislature has recently been better fulfilling 
its constitutional mandate under article I, section 8, to supervise the 
coinage of money and the value thereof. And I think the Federal 
Reserve has come a long way, too; and thus it is my hope and belief 
that this rather modest bill will be taken in good spirit by all con- 
cerned and that it can be speedily enacted. 

And I want to thank you so much for coming here. 

[The prepared statement of Congressman Wright follows:] 
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STATEHEKT BY REPRESENTATIVE JIM HRIGHT OF TEXAS 
BEFORE THE HOUSE COMKITTEE OU BAHKIHG, FINANCE AND URBAN AFFAIRS, 
ON THE FEDERAL RESERVE REFORM ACT OF 1977 



For many yeara under the leadership of the late l-lright 
Patnuui of Texns and now Chaiman Reuss of Vlisconsln, the House 
Banlung Committa* has taken the lead in atinulatin? public dis- 
cussion on the inportanc* of inonetaxy policy In the nation's 
economy . 

Today the public is more BHace than ever of the impact of 
monetary policy and interest rates on jobs, inflation, production 
and Gcononic growth. The heightened awaceness is duo partly to the 
persistent efforts of this Committee, partly also to the vrenchins 
experience Of 1974 when interest rates climbed to levals we could 
not have imagined previously. The public and Congress now recognize 
better than ever the isiportance oE the Federal Reserve's conduct 
of monetary policy and regulation of the banking systeia, the need 
for regular oversight by Congress, and greater accountability to 
the public on the part of"the Fed — in short, the provisions 
embodied in H. R. B094, the Federal Reserve Refomt Act of 1977. 

This Coinniittee has done a thorough Job of laying the ground-rfork 
for this legislation. The FINE Study (Financial Institutions and the 
Nation's Econony) in the 94th Congress heard from scores of witnesses 
about the need for financisJL reform, many of them directing their 
teBtimony to the need for changes in the^ Federal Reserve Systeia. 
The landmark Committee study, 'The Federal Reserve Directors — A 
Study of Corporate and Banking Influence " of August, 1976, spelled 
out in great detail the way in which the Federal Reserve System has 
become dominated by a fairly narrow range of interests. 
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Ito more studies or hearings ore needed. Every aspect oE the 
issues dealt with in this legislation has been «ell explored, irnat 
is needed now is legislation addressing the problems that have been 
identlEied in the Federal Reserve Systen, and enhancing the xola 
of Congress in oversight of monetary policy In the coaing yeurs. 

This legislation goes directly to th« chief concezms that hav« 
been raised. 

A, Requiring a quarterly dialogue on monetary policy . 

The experience with H. Con. Res. 133 in the 94th Congcess 
gives us every reason to make the practice of mandatory quarterly 
appearances before the Banking Coioraittees of the House &nd Senate 
a permanent part of the statute. The dialogue is a most constructlv 
two-way affair. It gives the Fed a forum for explaining its policle 
to Congress, anS gives Congress an institutionalized foruTn for 
raising questions and expressing its own concerns. 

The Fed is expected, after all, to be responsive- to Congress- 
It was never intended to be entirely independent of Congress, as 
has been veil recognized for some time. For instance, in hearings 
on the President's economic report before the JEC in 1960, Hr. 
Patman asked former Fed Chairman Vlilliam llcChesney Martin: 'Ifoul^ 
you agree, Mr. Martin, that the only authority for issuing coney 
and regulating the value of money is the Constitutional authority 
of congress?" And Mr. Martin replied, "1 have never questioned 
the authority of Congress.' 
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It is extremely important thAt the views oE Congress ba nads 
Explicit to the Fed. The Fed is, after all, not intallible, and 
in fact has had a rather spotty record over the years in mana^enent 
Of the monsy supply. During 1972 and 1373, for instance, tba Federal 
Reserve expanded the money supply by up to 9 percent annually. 
The Fed was warned repeatedly by Menfliers of Congcess. including 
Members of this Committee, that too rapid an expansion of the laoney 
supply would be inflationary. And we saw inflation grow from 3.3 
percent in 1972 to 6.2 percent in 1973 and up to 11 percent in 197*. 
Beginning in 1973, apparently recognizing that its money supply 
policies were causing inflation, the Fed began to slow down the ir.oney 
supply. Then in mia-1974 the Fed abruptly put on the brakes, 
dropping the money supply to an annual growth rate of just 1.5 
percent between June, 1974 and January, 1975. Together with the on- 
going inflation, the result was a prime rate at" 12 perdent and 
Treasury bills at 9.6 percent, with disastrous effects on the econooy. 
Perhaps had H. Con. Res. 133 been in effect during that period, 
the worst excesses of tttlt experience could have been avoided. 

H, Con. Res. 133 rd^treS ttie Fed to testify only on targets 
for monetary growth for fcJie ensuing year. The requirement in this 
bill that the Fed testify also on anticipated velocity, estimated 
levels of interest rates, and the composition of the Fed's port- 
folio is a worthy addition to H. Con. Res. 133. It will contri- 
bute greatly to the public's understanding of monetary issues, and 
will help make the Fed more accountable to Congress in a con^letely 
appropriate way. 
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B. Broadeniim public reprasentntlon on the boards oE directors 
of tha Federal Reagrve Banks . ■» 

The cummacy conclusion of this ConunitCee's stafC stud; of 
Federal ReseirvQ Directors vaa very well put — nanaly, that 'tli« 
FedBral Reserve Directors are apparently representatives o£ a 
small elite group which dominates much of the economic Ufa of 
this nation.' It has been true, as t^e study noted, that the Xist 
of the Federal Reserve Directors reads lilce a page out of tlbo's 
Who in ftioBirican Corporations,' 

Mr. Chairman, the boards of directors have been too nacrowly 
dominated by bankers and businessmen. There are many others who 
have just as much expertise and certainly as great an interest in 
the policies of the Federal Reserve. The requirement that class 
B directors be considered "public' representatives, as well as Class 
C directors, and that both groups represent consumers, labor, and 
services as well as agriculture, commerce, and industry is wall 
conceived. 

And while it should not have to be stated that directors ba 
chosen 'without discrimination on the basis of race, creed, color, 
sex, or national origin, " the record of the Fed indicates that such 
a statutory requirement is indeed advisable. It is interesting that 
until this Committee and its Chairman launched a campaign during the 
94th Congress to end discrimination in the Fed, not a single woman 
and only five minority representatives had ever been counted among 
the 1,042 persons who had served on the boards of directors during 
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the history of -the Federal Reserve. The Fed should be coraaended 
for its recent steps to end dxEcriminotion. 1 believe xeinforce-i-nt 
of the Fed's effort vith explicit statutory requireciants would ba 
highly desirable. 



C. Requiring Senate Confirmation of the Chaiman of th» Boara 

The Chairman of the Federal Reserve Board is one of the rxost 
powerful positions in the United States. It is aliaost inconceivable 
to me that a person csn be appointed to that position for a period 
of four years without undergoing the same process of Senate confir- 
mation that governs far less important positions in the federal 
establishment. For the position of Chalnaan, the Senate should have 
an opportunity to explore the nominee's qualifications and views 
above and beyond the examination it would customarily undertake far 
a person who would serve as only one of seven members of the Board 
of Governors. It is tirae to remedy this omission. 

D, Restricting Lobbying by the Fed . 

Mr. Chairman, one need not have been around Congress as long ' 
as I have to be painfully awaEe of the intense lobbying activity that 
seems to arise whenever a bill opposed by the Federal Reserve is 
before the Congress. Members are swamped with calls and visits from 
bankers and businessmen. It has been evident that this Intense 
lobbying activity is no spontaneous grass roots affair. 
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Not until the minutes of the boards of directors of the Fedatal 
Reserve Banks became sveilable to this Comraittee recently, however, 
has it been dpcumented hou extensively this lobbying has been 
orchestrated by th« Fed itsel£. 

If the Fed wishes to hill or modify a particular piece o£ 
legislation, it has a powerful network of friends from th« biggest 
corporate board rooms to the smallest banks that it can call upon. 
When Members of the Board of Governors attend neetings o£ the re- 
gional Reserve Bank boards of directors to urge then to lobby 
against a GAO audit of the Fed, and to encourage their friends 
and associates to join the camoaign, a powerful network oE 
influence is unleashed, the problem is especially serious in the 
case of directors who are bankers subject to the regulation of the 
Fed, and who are asked to join in the lobbying effort. The Fed 
has a powerful hold on these bankers. It can approve or disapprove- 
a bank merger or holding company acquisition. It can approve or 
disapprove a loan to a bank from the Federal Reserve discount 
window. The bankers are naturally anxious to respond to the Fed's 
plea for help. 

Officials of other agencies of the government have been 
Epscificolly forbidden by law (18 U, E. Code, 1913) from the kinds' 
of lobbying activities disclosed by the Fed's own ntinutes. The 
Fed is exempt only because Of the technicality that its funds are 
not appropriated by Congress. This is a loophole which should be 
closed. It is no more aeceptBble for the Federal Reserve to use 
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its officials or directors to lobby on behalf of the Fe 
than it would be for memhers of any other regulatory co 
enlist the industries they regulate in lobbying efforts 
Ho one wishos to limit the eights of any citizen t 
his Congcessmaa. But the limits to the propriety of su 
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law. 

I strongly endorse the peovislons of I 
to the Fed, restrictions against lobbying si 
apply to other agencies "of the government. 
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of Interest . 

it ifi one of the f undacientals fo 
Unfortunately, public opiu 



intlal that every effort 



polls in recent years have shown a strong g1 
in goverrunent. One factor that feeds such e 
tion from time to time of conflict of interc 
government officials. Therefore, £t is esse 
be made to prevent conflicts of interest. 

Nhlle I have great eonfidenoe in the integrity of the Federal 
Reserve and its officials, the minutes of the Federal Reserve 
board of directors do reveal that conflict of interest situations 
may not always be satisfactorily resolved. So it is Important 
that potential conflict of interest situations be explicitly dealt 
with in the statutes. 
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The Federal Reserve has not been covered by the same conflic! 
of intscest statutes that govern employees and officials of other 
departmants and agencies. H. R, 8094 would extend to Fedaral 
Eeserva Batik officials, employees, and directors the saia» pro- 
hibition against participation in possible conflict of interest 
situations that apply elsewhere. It should become a part oC out 
body of law. 



itty, but they are important. They hold the Fed more accountable 
to Congress and to the public in the conduct of monetary policy 
and regulation of banks, without conpromising the essential indepen- 
dence of the Fed originally intended by Congress, They increase the 
participation of a broader seginent of the public in the operation* 

lobbying and conflicts of interest that apply to other agencies 

Mr. Chairman, I would like to commend you and this Cosnittee 
for undertaking the important reforms embodied in this legislation. 
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The Chairman. Mr. Annunzio! 

Mr. Anndnzio. Thank you, Mr. Chairman, I join you in commend- 
ing our distinguished majority leader for his very excellent statement 
on H.R. 8094. 

I have been on this committee for 13 years; and in all of the years 
that I have been on the committee, we have been attempting to brinff 
a closer relationship between the Congress of the United States and 
the Federal Reserve Board. 

I have many times made the statement that I don't like the word 
"independent to begin with. You know, this business of "independ- 
ence"^it is dependent upon the Congress. We are a Nation that has 
been built upon a party system; and I think, in order to get wet, you 
must jump into the pool. 

And the fact that, on this committee we have had legislation to 
audit the Federal Reserve Board, and then we had an amendment 
to that legislation, and then the minutes of the Open Market Com- 
mittee, where we said they would be made available a year later 
and then that legislation was defeated — we have been toying with 
the idea of a coterminous term for the Chairman of the Federal 
Reserve, with the President of the United States, I have never really 
seen anything wrong with that, I thought that was an excellent idea. 

Now, to broaden the membership to include different segments of 
our community seems a logical step; and I applaud you for taking 
the time out this morning to give us your views on the legislation. 

But, Mr. Wright, do you see anything in H,R. 8094 that in any 
way would impede the Federal Reserve Board in doing its job of 
regulating the monetary policy of our Government? 

Mr, Wright. Mr. Annunzio, I don't see anything that would impede 
it in doing its job. It would make it responsive to the Congress and 
responsible to the people's elected representatives, I think that is 
what was intended in the very beginning. 

I don't think Congress intended, as you have suggested, to create 
a completely autonomous group of people to make decisions of such 
total magnitude and such great consequence to the whole economy 
of the entire United States and to be unreportable to anybody. 

Surely Congress did not intend to create a group of people not 
answerable to Congress, not answerable to the President, not remov- 
able by the people nor by the Congress, not even identifiable by most 
of the people, not answerable in the sense of the appointment of the 
Chairman of that group being subject to confirmation by the U.S, 
Senate. 

I don't think that was really intended. 

Of course, the decisions made by the Federal Reserve group, un- 
elected people, have a profound effect. They can vitiate and set at 
naught the clear, purposeful intent of the tT,S. Congress. We have 
to go back only a couple of years to have a perfect and shocking 
example. •» 

Congress, in the early part of the last Congress, in 1975. intentionally 
and purposefully voted a tax reduction act. The reason Congress did it 
was to make more money flow and lubricate the machinery of pros- 
perity so we could pull ourselves out of the recession. 
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The Federal Reserve, unelected, unanswerable, on its own, uni- 
laterally decided that Congress was wrong, apparently, and set at 
naught, vitiated the effects that we had intentionally set in motion. 

In late spring or early summer, the Federal Reserve practically 
doubled the interest rates of short-term' securities and halted the re- 
covery in its tracks, stalling the revival of the economy and utterly 
doing away with the congressional initiative. 

Now, I ]ust don't thinK that ought to be tolerated. 
Mr. Annunzio. Mr, Wright, as you know, virtually every other 
agency in our Government is controlled by provisions such ss have 
been outlined in H.R. 8094. Do you have any evidence to show that 
these other agencies have been hampered in performing their job 
because of these eonti-ols? 

Mr. Wright. Well, Mr. Annunzio, quite frankly, I don't think any- 
body could make a showing that the modest controls that are proposed 
in this bill have hampered any other agency of Government in per- 
forming its functions. 

I suppose we could find restrictive language that has at times been 
placed around other agencies and departments and encumbered them 
to some degree, but certainly nothing of the type that is encompassed 
in this bill. 

Every other agency that I know anything about is required by law 
to comply with these fundamental guidelines; and I can't see any 
reason on Earth why the Federal Reserve Board should be sancrosanct 
and exempt, 

Mr. ANNtTNzrn. I thank you for your very constructive contribution. 
My time has expired. Thanks for being with us. 
The Chairmak. Mr. Stanton. 
Mr. Stanton, Thank you, Mr. Chairman. 

Mr, Wright, we are always pleased to see you ; and I don't know — 
yon could quickly correct me : either you used to be, or somehow a 
long time ago, a bank director yourself. Is that true? 

Mr. Wright. No. T never have been a bank director. In the past I 
was a bank depositor. [Laughter,] More recently, I have been a bor- 
rower. I have owned some stock which I inherited from my parents' 
estate in a small bank. But that is the extent of my expertise in the 
question of directing banks. T could not claim that I know much about 
directing a bank. 

Mr. Stanton. I am glad you corrected me on that, I wasn't sure. 
But I was gettine at the point. 

As T ?aid earlier, we are very pleased to see you; and I wonder. are 
you appearing in .vour role as truly one of the most respected Mem- 
bers of Congress, most knowledgeable, and a man I follow more times 
than T don't; or are you really in a capacity to lend this legislation 
in vour leadership role, the approval of the basic idea from the 
leadership ? 

Mr. Wriotit. Well, nobody over can divorce himself comoletely 
from his own convictions: and he should not try to. I believe in this 
kind of reform. T believe in it as a Member of Congress. 

T just happen to eel that the decisions of the Federal Reser\'e are 
verv fateful. They profoundly affect the lives of every American; 
and I think those Americans are entitled, through their elected repre- 
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sentatives, to have some greater degree of influence and control over 
the policies that are made. 

I don't impugn any false motives or bad motives to anybody who 
ever has served on the Federal Reserve Board. That is not my pur- 
pose. I think they are sincere people. I do think sometimes they are 
out of touch with the average people in the country and out of touch 
with what is necessary to make the economy grow. 

And for that reason, it seems to me that, as I said, as a citizen and 
as a Member of Congress and as a spokesman for the majority, in all 
of those roles, I favor this basic legislation. 

Mr. Stanton, Last week I had an opportunity to speak to some of 
the government people of France and some French bankers. In listen- 
ing to them talk, I could not draw the conclusion whether or not the 
majority of the big industrial businesses owned more banks or the 
banks owned more industrial businesses, it is so interrelated. 

I don't know how you could ever separate the two in a country like 
France. 

And one of them made an interesting remark to me. He said : 



AVould you agree with that? 

Mr. Wright. I must confess to you, Mr. Stanton, I am not an au- 
thority on fiscal systems in vognc in other countries. 

Mr. Stanton. But he was speaking about, you know, we have 14,000 
banks and the separation of the banks and the investment business and 
. the security business and so forth. 

Mr. WRioirr. The conclusion docs seem plausible to me. Yes ; I would 
have to say, on balance, that our banking system in the United States 
is a good one. I don't disparage it at all. I just think it ought to be 
strengthened. And I think that the Congress of the United States has 
a rightful role to play in a dialog over far-reacbin;^ policies. 

Mr, Stanton. In colloquy there with Mr, Annunzio, in pointing out 
one example that you felt was bad and the rising of the price of money 
and so forth in 1972 and 1&73 and you felt Congress should do some- 
thing about that, and so forth and so on. Do you think Congress should 
have full authority over both the monetary and fiscal policies of our 
country ? 

Mr. Wrioht. When you ask the question, I think it is necessary for 
us to understand what we mean when we say "full authority." Ob- 
viously, it would not be well for us to require all 455 Members of the 
House or all 535 Members of Congress everv time interest rates go up 
or down to have a vote on the Hosue floor. That would be unwieldy. I 
don*t believe that it would produce a professional result. 

Obviously, it is necessary for people with understanding and exper- 
tise to have enough flexibility to manage and control the Nation's 
money supply, ita growth and the velocity of it-s growth and the effect. 
that it has on interest rates, because interest rates just deeply affect the 
lives of all Americans. 

Now, to the end that Congress should set broad policy, yes; I think 
Congress should set broad policy. 

Mr. Stanton. In both the fiscal and monetary areas? 
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Mr, Wright. Yes; I think so. I dont think Congress can administer 
the specific day-to-day decisions any more than it could make the 
day-to-day decisions about operating the Army or the Navy or any 
other agency of the Federal Government. 

But broad policy, yes; I think Congress should, indeed. At least, 
it ought to have views and a regular forum in which its views are 
capable of being communicated to those people whose responsibility 



it 18 to carry out policy. 

Mr. Stanton. Well, 1 would be glad 
with you at a lat«r time on that. We sure don't agree on that. But 



Mr. Stanton. Well, I would be glad to discuss my own thoughts 



my time has expired. 

The Chairman. Mr. Hanley? 

Mr. Hanlet. Thank you very much, Mr. Chairman. 

I, like all of us, am delighted that our esteemed majority leader 
took the time and the initiative to be the first witness this morning. 

I am further delighted with the content of your testimony and, in 
particular, one sentence part, about the regulating the value of money 
IS the constitutional authority of the Congress. And I have been a 
long, long-time critic of the virtual autonomy of the Fed. 

I am delighted that we are dealing with the legislation that is in 
front of us, and am delighted with your support in its behalf. 

And, as you have essentially said, under the concept that has pre- 
vailed, in my judgment, for far too long, the Fed has virtually un- 
limited authority to make decisions, establish programs and policy 
that have such a dramatic effect on the economy of this country. 
And they are not — do not have to be responsive to the will of the 
majority of the American people. 

If their judgment happens to be poor — and I am also delighted to 
note the fact recognized that those who are associated with the Board 
are representative of really only corporate America — but if their 
judgment falters, with a negative effect upon the economy of the 
United States, the Congress has to respond and react — and defend, 
for that matter — without really having had any input into n judgment 
that resulted in that subsequent economic defect. 

And I, on a number of instances in this committee, would say to 
T)r. Bums: 

At what point in time are you goini; to change that policy, whprp yo» are 
turning the tap off from the standpoint of monej supplj-, in an effort — sup- 
posedly In an effort to iret at Inflatlon^when you are not aeoompllHhlnK yonr 
Koal, and In America that policy has produced a phenomena whereas ne linve 
'itolerahle Inflation nlonR with recegslon? 

But the plea that some of us made — the reaction was like the pro- 
verbial "water off the duck's back." So you can express wnrwlf. but 
that is as far as you so. 

So, in any event. T am delighted that I am in good company with 
you. Mr. "W^rifrht, and that apparently we are on the same freniiency, 

T want to commend, in particular, our chairman for the initiative 
that he has taken and the determination and the persistence that he 
has evidenced in an effort to get at the roof of his problem. 

I might ask you a question, I imderstand that next up we are going 
to hear from representatives of the consumer groups and a recom- 
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tnendation, as I understand it, is that three people, representative of 
consumers, would be sitting on the Board. What would your opinion 
of that be? 

Mr. Wright. Well, I think it is hijrhly appropriate. Mr. Hanley, the 
decisions that arc made by the Federal Reserve Board affect con- 
sumers all over the land. There has persisted a somewhat outmoded 
concept, in my judgment, among some of those serving on the Fed- 
eral Reserve Board, to the effect that the only way successfully to fight 
inflation is to raise interest rates. 

Now. I Just don't happen to believe that's true. At one time, it might 
have been true; but it certainly is not tnie today: and the evidence 
of the last few years brings sharply into focus the fallacv of any siich 
doctrine as that — when a few people can sit down and unilaterally 
make decisions which raise interest rates to the levels they reached in 
1974. 

They affect the lives and futures of consumers all over the United 
States. It isn't just bankers who are involved in interest rates: and it 
isnt only direct borrowers from banks who are involved in interest 
rates. 

The rise in interest rafe-s is more inflationary and more depressive 
to the economy simultaneously thaji almost any other action one can 
imagine. 

Dr. Leon Keyserling, who was the Chairman of the Council'of 
Economic Advisers under President Truman, put it rather well, I 
think, once when he made this comparison. He said : 

When you raise the pripf nt steel, that in more inflationary than when you 
raise, for example, the price of nrtichokea, because sleel is iP=e<I in the production 
of more end commodities tlian articholies. 

Then, he asked the question, "What commodity is used in the pro- 
duction of more end commodities than anything else ? 

And the answer, of course, is borrowed money. When you raise in- 
terest rates, you raise prices at every level of the economic structure; 
and when you do that, you layer in an extra weight upon the back 
of the final consumer, who, in his final purehase price, is paying tliose 
increased interest rates that have been assumed by the manufacturer, 
that have been assumed by the wholesaler, that have been assumed by 
the retailer. And he gets a triple dose. 

S6, it seems only logical to me that decisions which so profoundly 
and vitally affect his well-being as a consumer are decisions which 
ought not to be made in a vacuum, absent his input or his opportunity 
through some spokesman to have some say about what is happening. 

Mr, Hanuiy. I appreciate that response; and I think, again, evi- 
dence of the necessity for this lejislation is vested in the fact that this 
Congress this year has had to appropriate something like $15 billion in 
"antirecession programs." And I believe that the reason for the neces- 
sity for that lies in defects in Fed policies. 
A^rain, I appreciate your appearance. 
And I thank you, Mr. Chairman. 
■ The Chairman. Mr. Mitchell ? 

Mr. MrrcHELL. Mr. Chairman, because. I was late getting in, I will 
defer my questions. 
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I apologize to our distinguished majority leader. I have your testi- 
mony in front of me; and I assure you, sir, that I shall read it, or I 
shall scan it — and "scan" really means read word for word. But I 
will defer the questions. 

The Chairman. Mr. Rousselot? 

Mr, RoDSSELOT. Thank you, Mr. Chairman. 

It is always a pleasure to have our distinguished majority leader 
here. 

Mr. Wright, many of us have supported the Senate-passed version 
of House Concurrent Resolution 133, which had the following state- 
ment in it — and as a matter of policy of this committee in onr relation 
with the Federal Reserve Board — and I notice it is absent in this re- 
solution — and that was as follows: 

Tbe policy of maiatalnlng; tbe longrun growth of monetary and credit ag- 
gregates commensurate with the economy's longrun potential to increase produc- 
tion so as to promote effectively the goals of maximum employment, stable prices, 
and moderate long-term interest rates. 

The thing that made that attractive to me, aside from the fact that 
part of the language caine from the Full Employment Act of Ifl-ie, was 
the requirement that we were suggesting in policy to maintain a long- 
run growth of monetary and credit aggregates commensurate with the 
economy's longnin potential to increase production. 

In other words, we tried to relate it to potential output increases. 

Would you object to our including that kind of policy statement in 
this language? 

Mr. Wright. Mr. Rousselot, I would not presume to suggest to the 
committee what it should or should not include by way of specific 
language. Everything I have said has been fundamentally conceptual. 

Certainly the goals you have expressed and the language you have 
just read are goals that most of us embraco, I should think. I think 
most of us want to achieve the kind of steady and consistent and 
orderly growth in the economy which will support maximum employ- 
ment, minimum inflation, and moderate long-term rates. 

I don't suppose there is a person here who would not endorse those 
fundamental concepts. But as for the writing of specific language or a 
statement of basic principles. I think I should leave that to the mem- 
bers of the committee. 

Mr, Rousselot. Well, do you think there should be. in our policy 
statements, some relation to potential output increases? 

Mr. Whtoht. I don't think anything can be considered apart from 
its rightful relation to productivity. I think that is one of the prob- 
lems that has been encountered by those who tnily believed in the 
old laissez-faire manner that one way to curb inflation was to have 
high unemployment. Well, you know, it just hasn't worked that way. 
It doesn't work that way anvmore ; and one of the reasons it doesn't 
is because when you have a nlant operating and the Nation's economic 
plant operatine at 60- or 70-percent capacity, yon incur inonlinately 
hinh relative overhead costs which reduce individual worker 
productivity. 

If that plant is operatina at i>.5-Dercent capacity, individual worker 
productivity and unit costs are affected. Productivity goes up: unit 
cost goes down. 
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And so, it seems to me that the (Question of worker productivity and 
economic growth and full utilization or somewhere near full utiliza- 
tion of the Nation's economic plant capacity are quite compatible 
gosls. 

Mr. RoussELOT. So, I assume your answer is "yes" ? 
Mr. Wright. I have forgotten what your question was. 
Mr. KousBELOT. If we might include in our statement of policy here 
that there should be some relation to potential output increases. 
Mr. Wrioht. I have no objection to it, Mr. Rousselot, 
As I say, I am not trymg to dictate the precise terms of the 
legislation. 

Air. Rousselot. Well, I just hope, in some of the mandates that we 
have in this bill, that we do better with this than we did with the Post 
Office. That is all I have to say. 

Mr. Weight. To that, I would add, "amen." 
The Chairman. Mr. Neal ? 
Mr. Neal. Thank you, Mr. Chairman. 

And Mr. Wright, thank you for beinfr here to express your opinions. 
I personally think this is generally a good bill. It certainly ad- 
dresses some problems that have gone unaddressed for some time. 

I, though, have a problem with the emphasis on interest rates that 
you addressed, Mr. Wright, and others have commented on, because 
there seems to be an understanding that the Fed could reduce interest 
rates at will and that that reduction would not have any impact on 
sqme other aspects of the economy. That seems to be what I am hear- 
ing anyway ; and I would like to explore that with you for a minute, 
if I can. 

If we had absolute control over the Federal Reserve, which I know 
is not suggested by this bill, it would seem to me — and knowing, 
as you pointed out, the impact of interest rates on our economy and 
how they affect everyone — tnat if we had the ability here, if we had the 
control over the Fed, I would think that it would oe our goal to bring 
down interest rates, and I imagine you would share in that goal ; would 
you not? 
Mr. Wright. I would ardently hope for it. 

Mr. Neal. It is my further understanding that the only way that 
the Fed can bring down interest rates is to increase the supply of 
money ; is that not correct ? Or is there some other way ? 

Mr. Wright. I am going to leave the answer to that question to some 
of the rest of you on the committee, I am not at all sure that that is a 
total and complete answer. 

Certainly the supply of money has a profound effect upon the 
proper interest rate. There is no question about that. 

It seen^ to me. thoueh, that the idea of controlling inflation by 
manipulative raising of interest rates and restriction of the amount 
of monev flowing is fallacious. I don't think it works anymore, 

I think any objective review of the last 20 vears would reveal that 
it does not work! Hi^h interest rates surelv have provided the pri- 
mary reason for the decline in housing and for the inordinate escala- 
tion of the or'ce of housing. A yoime family today seeking to buy a 
very modest home for, let us sav. $40,000, which certainly is not a 
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mansion, must pay in the nonnal amortization at prevailing interest 
rates, more than twice that aiiioimt, almost three tmies that amount, 
before he gets the home paid for. 

It is paying much more for the mere privilege of borrowing the 
money than it is for the land, the labor, the materials, the construction, 
the house itself. 

The major part of the cost of that house to that young couple is 
interest. They can't afford it We know they can't afford it; they know 
they can't afford it. 

And so, surely, it seems to me, that anything which produces more 
acceptable interest rate ranges must be good for the whole economy. 

I ]ust think, if you look over the last two or three decades or more, 
you can draw two parallel lines : one line being the economic level, the 
health of the economy ; the otlier line being the level of interest rates. 
And I believe you will usually conclude that increases in interest rates 
have preceded a reduction in economic activity and have preceded an 
increase in unemployment. And I think those are things we can't 
afford in this economy. 

Mr. Neal. Let me say I couldn't agree with you more. You described 
the problem quite correctly ; and I think we are all trying to get at 
the problem of high-interest rates. I think the question, the funda- 
mental question, is how best to do that. And I think that is really 
what we have to come to some mutual understanding of. 

It is my understanding that if we print a lot of money to bring 
down interest rates in the short term, that, in fact, we can do that 
But the inevitable effect of that, in the long term, will be even higher 
interest rates, l)ccause we will, by that action, increase inevitably the 
rate of inflation. And it seems to me that that can be seen as a con- 
sistent trend whenever it has happened. And the question then he- 
comes, "How do you deal with not only the short-term problem, but 
the long-term problem?" 

I guess the Fed could bring interest rates down tomorrow to a 
considerable degree, just by beginning to print a lot of money. Money 
would be more available and thus cheaper. But the inevitable result 
of that, it seems to me, is inflation down the road, and it is because 
of that time lag that we don't always see that relationship. 

And even though the bill doesn't call for it, it does seem to me that 
if we only focus on interest rates, that — and only focus on the short 
term — that we are going to pay a very high price for it 

Mr. Wrioht, Well. I think surely one would have to agree with 
that: and I don't believe that the bill contemplates a focus only on 
interest rates or focus only on the short term, 

^Vo have to look at these things on a long-term basis and understand 
where we are going and where we intend to go and have some control 
over it, 

Mr. Neal. I thank you. My time has expired. 

Mr. Haxi-ey [presiding]. Thank you, Mr. Neal, 

Mr. Brown? 

Mr. Browx. T was late ; so I believe the other members should have 
nn opportunity to go first. 

Mr. Hakley. Mr, Kelly? 

Mr. Kellt. Thank you, Mr. Chairman, 
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Mr. Wright, in your testimony, you said the supply of money has 
an impact on interest rates. And also in your testimony it seined as 
though we in this country have just one problem, really, and that is 
the federal Keserve Board ; and if we can get a little more democracy 
into the Federal Keserve Board, that is, have labor have a little 
stronger voice in the operation of the Federal Reserve Board — and 
I think you equate that with direct input by the people — that then 
we won't have any more problems because interest rates are the predi- 
cate for all hscat dilticulty and all monetai-y difBculty, and the action 
by the Fed in reducing the money supply has really caused all of our 
difficulty. 

Now, isn't this overlooking tiie proposition that when the Federal 
Government moves into the money markets with huge deficits that 
this Congress has piled up over recent years, doesn't that have an 
adverse effect on the money supply, the same as activity by the Fed? 

Mr. Wright. Mr, Kelly, there is no question that it does. And I 
think what you have said might be a rather gross oversimplification 
of what I have been suggesting. 

I don't suggest to you, by any manner of means, that a sole cause 
of the problems of the country is the Federal Reserve Board, nor 
would I presume to suggest that enactment of this bill will solve ail 
the problems of the country. There are other problems as well. 

What I am saying, I think, is that it just makes sense to have a 
broader view and a more general public view available in the discus- 
sion of something as profoundly fateful to the American public as 
the determination of the monetary supply and interest rates. 

The Federal Reserve Board regulates banks ; and yet, its system is 
so constructed that it is made up of bankers. 

Now, let me just ask you ; Do you think it would make sense if we 
were to say that the Federal Power Conunission should be made up 
only of power producers? Do you think if would make sense if we 
were to say that the Interstate Commerce Commission should be made 
up only of those who are regulated — the truckers and the railroad 
owners and so forth — and that nobody else would have any right to 
have a say? 

I don't believe you would embrace any such doctrine as that; and 
therefore, I don't know any reason why you should embrace such a 
doctrine with respect to the Federal Reserve Board. 

Now, yes, with respect to your question about the effect of Federal 
deficits upon money supply and the effect of Federal deficits upon 
inflation, there can be no question — debt itself is inflationary, to the 
end that it uses money^ — not only that which is in our pockets but 
that which we don't yet have to bid up the price of goods. 

Mr. Kelly. I^et me ask you this : Aren't we really moving toward, 
this legislation, a situation where the same forces that caused this 
Nation to have a$700billiondebt to have all of these deficits each year, 
and that being a minor part of it, that we have in excess of $3 trillion of 
obligations that the people of this country have to pay, and this has all 
been done by Congress, and that now we are going to let the Congress 
get into the monetary system as well as the fiscal system, and that when 
the forces can work on the monetary system the same way tlioy have 
worked on the fiscal system, we can follow New York right down the 
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tube at an accelerated rate ? Because there is nothing to indicate that 
the Congress is going to exercise any reponsibility. 

The $700-billion debt is really the good news. The $3 trillion that we 
are in debt is probably the bigger lump. And what has Congress done 
that would recommend to you that we ought to increase the control of 
Congress over the Fed ? 

Mr, Wright. Mr. Kelly, an extension of your argument might con- 
clude that Congress hasn't got sense enough to control fiscal policy and, 
therefore, we ought to create some autonomous board out here and let 
them set taxes and surrender and abrogate the responsibilities of the 
Congress for doing that. 

I don't happen to have that lack of faith in this system. I think the 
people's elected representatives, by and large, are going to make right 
decisions. I suppose if I did not believe that, I would not believe in 
this thing we call democracy. I believe in the representative system, 
and I think it is incumbent upon us, as elected representatives of the 
people, to behave in a responsible fashion in the decisions that we 
make. 

Mr. Kelly, Just let me ask you this one question about the interest 
rates and housing. 

You seent to indicate that interest rates are what are responsible for 
housing slowdowns. 

Mr. Wright. You don't think they are ? 

Mr. Kelly. No; I don't think fhey are. I think the fact that houses 
now — the price of a house is up over 100 percent in recent years has 
something4o do with it. If you are suggesting that we don't care what 
the price is, the American public — they just want to know what the 
interest rate is — then I think that your suggestion is sound. But I think 
the American public still wants to know how much something is ijoing 
to cost, and the price of everything in a house has gone up, and that 
has to do with the amount oi interest that has to be paid, and I just 
ask you, isn't this suggestion that interest lates really are what caused 
the slowdown may be an oversimplification ? 

Mr. Wriaht. I think it is one of the major contributing causes to 
the economic slowdown. I really do. I think increased interest rates 
always, or almost always, cause economic slowdown. I believe that is a 
i-upportable conclusion. 

And with respect to the price of a house, I believe you will conclude 
that the major part of what a young family would have to pay if it 
amortizes and pays off its house is interest rates. And I do believe that 
the American public is intelligent enough that it wants to know what 
it is going to he paying in interest. 

If we have concluded that debt is inflationary, I don't think it does 
us any good just to make it easier to get into debt and harder ever to 
get out of debt, and yet that is what happens when the interest rates 
go to an inordinate level. It doesn't stop people from going into debt, 
necessarilv at least not until it eets to the point where nobody can 
afford it. It does make it harder for people to get out of debt. It seems 
to me that a better policy would be making it a little harder for people 
to get into debt, maybe, rather than making it harder for them to get 
out of 
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*■= Now, we are talking about broad, lAilosophical terms here, but I cer- 
tmisly would not agree to what appears to be your fundamental con- 
fcclusion, that the people's elected representatives in Congress lack the 
•mteUigence to address themselves to monetary policy. I don*t believe 
•■that's true. 

Mr. Kelly. You don't have any examples to indicate that that is 
■not true, do you ! 

■ Mr. Wright. Well, I think we, in general, with all of our faults and 
c all of OTir flaws and our mortal imperfections in the Conffress of the 
ii United States have done a fairly creditable job of running uie country. 
Perhaps democracy is not the most efficient form of government, but 
I I believe it is the safest and, in the long run, the best for people. And 
B if I didn't believe that, as I said a moment ago, I don't know that I 
I would want to be in the Congress of the United States. I don't suppose 
F I would believe in democracy and this representative system that we 
r have. 

No, we are not all wise, those of us in the Congress. We are probably, 
as the late Hale Boggs once described us, a collection of ordinary men 
and women grappling with extraordinary problems. But I don't think 
we solve those problems by abrogating our responsibilities and just 
turning them over to somebody else and saying, you fellows take care 
of that and we are going to look the other way ; we don't think we are 
smart enough. 

If we don't have that much confidence in our collective wisdom and 
in our collective responsibility, then I don't think we have any business 
being in Congress. 

The Chairman [presiding] . The time of the gentleman has expired. 
Mr. Blanchard? 

Mr. BiiANCHARn. Thank you, Mr, Chairman. 
We seem to have strayed a little bit away from the bill. 
I would like to ask you two quick questions — and T know you prob- 
ably have other scheduling commitments this morning. 

It is not in the bill, but it has been suggested that the Chairman of 
the Board of Governors of the Fed should have a term that runs co- 
terminus with that of the President. 

Do you have anv feelings on that either way ! That is somethine that 
could be an amendment offered to this bill. 

Mr. Wright. Well, there might be some justification for it, yes, 
A President of the United States finds himself to some degree ham- 
strung. I should think, if he can appoint the Cabinet officials but must 
necessarily be saddled with a holdover from a previous administra- 
tion who directs anything so essential and so vital as monetary policy. 
Now, if the President is entitled to have those people in policy- 
making positions and Cabinet secretaryships, if he is to carry out 
the purposes of his administration it seems equally important to me 
that a new President should have the opporttmity to have someone 
harmonious with his economic aspirations and his economic goals serv- 
ing as Chairman of the Federal Reserve Board. 
Mr. Blanchard. Thank you. 

One other question : Have you discussed this legislation at all with 
the President? 



.yGoogIc 



a 



\ 



Mr. Wright. No, I haven't had that opportunity, Mr. Blanchari 

Mr. Blanchahi>. Thank you for your tune. 

Sir. Mitchell. Would the gentleman yield! 

Mr. Blanchard. I would Be happy to yield to my colleague tarn 
Maryland. 

Mr. Mitchell. Mr. Wright, I just want to make sure I understood 
your resjwnses properly. 

As you know, I have introduced a lali calling for Senate confirmi- 
tion of the appointment of the Federal Reserve Board Chairman uui 
the Vice Chairman— that is, H.R. 6273— and also regularizing iht 
appointment to come 1 year and 12 days after the inauguration of tbt 
President. You responded in terms of the regularizing of it and re- 
sponded in the afBrraative, 

Would you briefly respond to the matter of Senate conGrmation of 
the appointment of the Chairman of the Federal Reserve ! 

Mr, WnioiiT. I would be happy to, Mr. Mitchell. In fact, in my 
initial testimony, I did so. I definitely believe that the Senate shouH 
have the opportunity to confirm any appointee who would sen-e in 
a position of this importance. I think I E&id that the Senate doe? 
have the responsibility and the right to act in confirmation of officials 
of mnch lesser an<l less-grave responsibilities, and that it serans only 
proper that the Senate should have the opportunity to examine thf 
credentials and the views and the background and the qualifications of 
a nominee for the position of Chairman of the Federal Reserve Board. 

Mr. MrrciiKLL. Thank you very much. 

And I thank the gentleman for yielding to me. 

Mr. Wrioht. And I commend you, Mr. Mitchdl, very stnmgly for 
the foresight which encouraged you to introduce that legislation. I 
think you are on the right track, T am here in support of your initiative. 

The Chairman. Mrs. Spellman, 

Mrs. Speij^man. I want to thank the gentleman, the distinguished 
majority leader, for his excellent statement delivered with his usual 
eloquenicp. I always enjoy heai'ing you talk. 

Mr, Annunzio said earlier that he had lieen here for 13 years and 
that he felt that (here oucht to be a change, and T must say that T 
have l)ppn here for lefts than 3 years and I foimd it was absolutely 
shocking that the Fed is insulated from and impervious to the direc- 
tions in which the Coiigre,ss attempts to move and the fiscal policies 
which it attempts to set, Tt just makes pci-fectly good sense to me that 
monetary policy should complement and not thwart the fiscal direc- 
tions f-et by tlie Conirress, 

I was inten'Sted fliat you use^d housing as an example, and it is ver>' 
timely that you do so, because it was just this weekend that I vtia 
talkintr with a group of builders who were lamenting the fact tha* 
houses have cone so high, and someone who is not in the buildinc 
in<lustrv pointed a fincer at labor and =aid. oli. yes, labor has reallv 
sent the cost of liousiug un. and the builders turned to him and said- 
oh. no. it is intervsf rates that have sent housing costs <« high, because 
ns thev start on n ilevelopment or on the building of a few homes, they 
start- tt-ith i)oiTowed money, and all the way through the cost of monev 
is so hifh. every time fhev turn— and they need to lx>rrow money con- 
stantly — that by the time that house is ready, the interest costs have 
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driven the cost up to the point where young people cannot afford to 
buy those homes. 

And so I don't intend to take a great deal of time because your 
statement is so explicit in itself, but I do want to compliment you for 
that statement, and for the comments that you have made since. 

Mr. Wright. Well, thank you very much, Mrs. SpellmMi. I fully 
share the conclusions which you have expressed. 

Mrs, Spellman. I yield back the balance of my time, Mr. Chairman. 

The Chairman. Airs. Fenwick. 

Mrs. Fenwick, Thank you, Mr. Chairman. 

Mr. Wright, like my colleagues, I am always amazed and impressed 
by the fact that every one of your sentences has a verb. [Laughter,] 

Mrs. Fenwick. I wish I could say the same of my own testimony, 
when I see it in the transcripts. 
And I, too, am here only 3 years, but mv reactions, I am afraid, are 
quite different in this regard from my colleagues. 

I wish that Mr. Stephens was still here to describe for us Mr. Carter 
Glass' reasons for establishing the Federal Reserve as an independent 
body and the difficulties that the enabling legislation was designed to 
correct, by setting up an independent Federal Reserve. But I i-emem- 
ber one occasion when he was still with us in which this was very 
ct^ntly and eloquently described. 

As I understand it, as a membei' of the public, the purpose of the 
Federal Reserve Board is to see that we have sound banks in this 
country, and that we have a stable monetary situation. That is why 
Congress delegated to them, according to the description that was 
given us, the power to act in this field. It is absolutely essential to 
the economy of the coimtry and far more. essential than quick responses 
to political exigencies. We have to have a sound banking system which 
people can have confidence in, and it seems to me that to guarantee this, 
it is essential to keep politics out of our monetary policy. 

But speaking of housing, it is also interesting that I, too. have just 
received a great deal of information concerning housing. This is con- 
tained in a study conducted for tlie Smith-Richardson Foundation by 
Rutgers University, and most specifically, By Dr. George Stemlieb, 
who, as you know, is a great authority in housing. 

Well, as a result of this study — and I have here a chart — what 
affects the cost of housing in most cases is Government regulation 
itself — specifically, 9 Federal Government regulations, 5 State gov- 
ernment regulations, 14 local government regulations — and the cost 
of financing only one. 

Now, this is an in-depth study not just of one or two builders' 
opinions but a very careful and scholarly research effort. It is going 
to be published and it is going to be an enormous volume. It was 
reported in a preliminary fashion in the Wall Street Journal. The 
study goes into the government regulations that affect housing costs: 
environmental controls, zoning requirements, all kinds of building 
codes, current building costs and subdivision costs and energy conser- 
vation requirements. Then the study goes on to say tliat a Federal Real 
Efstate Settlement Piocoduros Act is, as much as interest rates, a prob- 
lem in the cost of buying a house. 

And tlien, of course, he mentions, also, interest rates. 
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"It would be a welcome change if more Congressmen would take i ' 
look once in a while at information like this," writes the Journal 
concerning the Sternlieb report. "One would think that a new con- 
sumer agency might take as its job to put this kind of consideration 
before the rest of government. The spectacle might be worth the pri« 
of admission." 

Now, we have excellent suggestions concerning the consumer mter- 
est, but I think that the primair concern — it seems to me, as a member 
of the public we must look to the Federal Reserve for something th>t 
is indeed independent. Certainly, they must report to Congress. Cer- 
tainly, I think that the House Concurrent Resolution 133 was in everr 
way a wise measure. Certainly, I see no reason why the Federal Re- 
serve chairman shouldn't be confirmed by the Senate. All of these 
seem to me to be without any danger to an independent body. 

But the first duty of the Fed is sound banking. I would be uneasy if 
I thought that the Federal Reserve Board was indeed not concerned 
with guaranteeing sound banks and not concerned with a stable econ- 
omy and was bending to the whims of public members, such as myself, 
who might or might not understand the whole theory of banking. 

So perhaps you and I arrive at the same conclusion from sughtly 
different points of view. 

Mr, Wright. Mr. Chairman, before responding to the comments so 
aptly made by Mrs. Fenwick, may I express a personal problem ! 

On Friday when we adjourned, Speaker O'Neill expressed to me a 
question as to whether he would be here for the opining of business cm 
Monday. I promised that I would' check in at his office at 11 :30 on 
Monday, and if he is here, would be present at his daily press confer- 
ence, and if he is not here, would tend to those matters necessary prepa- 
tory to the convening of the House. And I am wondering, under those 
circumstances, if it would be possible for me to receive any other 
questions that might be available and respond to them in writing. 

I am loath to do it. because I enjoy the colloquy with my colleagues 
and regret very deeply that some of them have not had the opportunity 
yet to express their thouehts to me, 

I would say to Mrs. Fenwick that I have listened very carefully to 
the comments that she has made. Not only do all of her sentences have 
verbs, her logic contains verve. 

Mrs. Fenwick. You are charming, as always. 

The Chairman. May I ask those^I think starting with Mr. Hanna- 
ford — who have not had an opportunity to interrogate our distin- 
guished witness would be willing to .snbrnit their questions, any ques- 
tions they have. I know the majority leaders would promptly answer 
them for the record, thus enabling him to be dismissed. 

Mr. Browx. Well. Mr. Chairman ? 

The Chairman. Yes, 

Mr. Brown. I certainly will not make it impossible for the majority 
leader to take care of his obligations to thf Speaker. However, I would 
much prefer to have an opportunity to get info some of the things in 
his statement with him present so we could have the kind of open dis- 
cussion and colloquy that we should. 
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For instance, his statements regarding the cost of housing and so 
on are just wrong. The facts prove otherwise. The cost of the median 
price of a liome has gone up 100 percent while interest rates ha^e gone 
up 30 percent. The cost of land has even exceeded the cost of a house 
at a rate greatly in excess — two or three times the increase in interest 
rates. 

I thiok that maybe it might be edifying for him to have the oppor- 
tunity maybe to participate personally in such a discussion. 

The Chairman. If the gentleman from Michigan had been here 
during the hour and a half that Mr. Wright has been here, we could 
have had the benefit of such a discussion. However, I would hope if 
there are specific questions, they would be asked of the majority leader 
in writing, 

Mr. Wright, Mr, Chairman, I am apologetic. I just got another 
message asking that I come over there to the Speaker's office, and if it 
is not satisfactory to the members that T would respond in writing, I 
would be more than happy to come back at some other time, if that is 
what is desired. 

I have been too long winded, and it is probably my fault, that I 
have taken too much time in answering various questions. 

The Chairman, You have been most cooperative, and I think that 
members will take in good heart these constraints on your situation. 
I want to express on behalf of all of us our gratitude to you for com- 
ing here this morning, and we appreciate it, 

Mr. Wright, Thank you for your tolerance and your patience, for 
letting me be with you. 

The Chairman, A statement by Dr. Paul Samuelson. institute pro- 
fessor, department of economics, Massachusetts Institute of Tech- 
nology, has been submitted for the record, and that statement is in 
everyone's portfolio. Under the rule and without objection, that will 
be received into the record. 

Is there objection? 

[No response.] 

The Chairman. Hearing none, that page will be printed in the 
record at this point. 

[The statement referred to of Dr. Samuelson follows :] 
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Since monptaty policy affects incomes of different 
citizens, employment opportunities, and must compromise 
between different mscco-economic aggregates, no independent 
body of appointed persons can be allowed responsibility for 
monetary policy. The Constitution gives to Congress ultiraate 
responsibility in this area. The Board of Governors of the 
Federal Rosorvo System must, therefore, in the last analysis 
be responsible to Congress. 

Along with most Junerican economists, I approve of 
explicit leqislatlon requiring the Federal Reserve authorities 
to report regularly and in detail to Congress, outlining the 
major goals to be achieved in the year ahead with respect to the 
overall level of income, production, employment. Interest rates, 
and place levels. To insure responsible coordination of monetary 
and fiscal policies, the Chairman of the Board of Governors 
should be subject to approval by the Senate and should have a 
term of office that runs contemporaneously with the election 
of the new President. As a responsible govetnment agency, the 
Board of Governors of the Federal Reserve System should be 
subject to conf liot-of-inLcrest rules and procedures and should 
be precluded from lobbying for Congrosuion.il legislation 
or from brinijing influence upon tho banks and holding 
companies that it regulates to ongvigc In such lobbying. 
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The Chaikhan. We had expected at this moment t» hear from 
Ms. Kathleen O'Reilly of the Consumer Federation of America who 
had to absent herself to testify before another committee. 

Let us stay in session here for a few minutes. I will ask staff to 
inform us precisely when she will get here. I want to apologize to 
those members who did not have a diance to interrogate Wie witness. 

Mr. Barnard. Mr. Chairman, would it be possible to coordinate 
with the majority leader so that he can return for questioning during 
our hearings! 

I personally feel it would be very helpful for us to have dialog 
with him, because he brought out some very interesting aspects of this 
legislation. 

The Chairman. I hear what you and Mr. Brown have said, and I 
will see the majority leader and see if we can't ask for his return. I 
would say that we might be able to ask supplementary questions. 

Mr, Brown. Mr. Chairman, I would ask unanimous consent that 
page 28 of the budget issue paper put out by the Congressional Budget 
Office in January of this year be included in the record, since that 
page shows that median-priced homes in the period 1970-75 went up 
67.9 percent whereas interest rates went up 6.6 percent. 

[The information referred to by Congressman Brown, page 28 of 
the budget issue paper put out by the Congressional Budget Office 
follows :"! 
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The Chairman. While we are waiting, the Chair will point out 
that we are poing to hear this afternoon at 2 from Mr. Biemiller of 
the AFL-CTO, and we will know in a moment whether Ms. O'Reilly 
will be with us now or sometime this afternoon, 

Mr. Vento, Mr. Chairman. 

The Chairman. Mr. Vonto. 

Mr. Vento. Wonld the gentleman from Michigan yield? 

Does that also indicate the increase in the price of housing and the 
increase in the price of loan costs in terms of housing in that article 
that you quoted from the Congressional Budget Office in January! 
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Mr. Brown. If the g^itleman will yield — all I am submitting are 
the tables from the CBO. 

Mr. Vbnto. That makes a significant difference, and I would like 
it entered in the record at this time. 

Mr. Brown. What is your point? 

Mr. Vento. Well, I haven't seen the article, and the gentleman ftyjm 
Michigan left the impression that income had gone up 68 percent. 

Mr. Brown, If the gentleman would yield, to the contrary, I have 
made no mention of income, rather the tables merely refect the in- 
creases from 1970-75 in all aspects of cost and maintenance of homes, 
mortgage, utilities, et cetera, and the average figure for a median-co&t 
home. 

For instance, as I indicated, it shows the median cost of homes 
during the period 1970-75, went from $23,400 up to $39,300, which 
ja a 67,9-pereent increase, whereas interest rates during the same period 
went from 8.5 percent up to a 9.01 percent, which is a 6.6-percent 
increase. These figures are from your Congressional Budget Office. I 
don't think that office would put out figures that are tilted to the side 
or toward the argument that many of us are making on this side of 
the aisle. 

Mr. Vento. Mr, Chairman, my point is that the price of a home 
has gone up, and that compounds the effect of the interest rate. 

In any case, I will examine the article. 

The CiiAiHMAN. I am told, membera of the committee, that Ms. 
OMleilly will be detained before the Interstate and Foreign Commerce 
Committee for another 20 minutes, and, accordingly, we will make 
an effort to schedule her this afternoon. In the light of that, we will 
recess the committee until 2 o'clock this afternoon, at which time we 
will hear from witness Biemiller and very likely also from Ms, O'Reilly 
and, if we can get him back, from the maiority leader, 
fWhereupon, the committee recessed for lunch.] 

Afternoon Session 

The Chairman. Good afternoon. Tho House Committee on Banking, 
Finance and Urban AiTairs will be in order for continuation of its 
hearings on H.R. 8094. 

Our first witness this afternoon will be a distinguished representa- 
tive of the labor movement who is well and favorably known to this 
committee for his frequent and I'ery valuable testimony, Andrew J. 
Biemiller. 

Mr. Biemiller has a preparodsfatement on behalf of the AFL-CIO; 
and, without objection and under the rule, that will be admitted in 
full. 

We wonld'then like to ask you to proceed. 

Ms. Kathleen O'Reilly, of the Consumer Federation of America, 
will be available later on this afternoon; and Congressman Jim 
Wrijrht. the majority leader, will also be available for th<»e who did 
not have an opportunitv to examine him this morning. 

All right, Mr. Biemiller, would you proceed, sir. 
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STATEMEHT OF AHDEEW 3. BIEMIILEE, DIRECTOR, DEPAETMEKT 
OF LEGISLATION, AMERICAN FEDERATION OP LABOR ANB 
CONGRESS OF INDUSTRIAL ORGANIZATIONS (AFL-CIO) ; ACCOM- 
FANIED BY DR. RUDOLPH OSWALD, DIRECTOR, BEPARTIEENT OP 
RESEARCH 

Jlr. BiEuiLLER. Mr. Chainnan, my name is Andrew J. Biemiller. I 
am director of the depiirtment of legislation for the AFL-CIO. 

I am accompanied by Dr. Rudolpli Oswald, director of the depart- 
ment of research of the AFL-CIO. 

We appreciate this opportunity to present the views of the AFL-CIO 
on H.R. 8094. the Federal Re.serve Reform Act of 1977, introduced 
by the chairman of this committee. 

H,R. 8094 was originally introduced as H.R. 7646. a version which 
included provision for regular audits of the Federal Reserve System 
by the Comptrollor General of the United States. 

We are pleased to note that audit legislation has been reported by 
the House Committee on Goremment Operations. Audit provisions 
do not, therefore, appear in H.R. 8094. 

H.R. 8094 is a very modest bill in its remaining provisions. Of 
course we support it and gladly. But we believe additional reforms 
are needed to do the job in view of the magnitude of the problem being 
addros.sed. namely that of rendering the Federal Reserve System more 
accountable to the Congress and to the public. 

It is a problem which the Congress, and particularly this com- 
mittee, has struggled for years. 

The Federal Reserve System is perhaps the most powerful of the 
Government's economic agencies. Its policies and decisionmaking have 
fateful consequences for the economy at large and for the lives of 
every citizen of this country. 

As i-egulator of the money supply, it can produce recessions almost 
overnight by choking off funds to vulnerable segments of the economy, 
such as housing, small business, and State and local governments. By 
inducing rises in interest rates, it can raise the cost of doing business 
throughoiit the economy and generate piice increases in everything 
we buy. Its responsibilities and the impacts of its decisions are truly 
awesome. 

The System is a legal instrumentality of the Federal Government, 
but essentially it now represents the interests of the banking com- 
munity and its large corporate customers. 

This bias is built into the basic structure of the System. Created as 
an "independent" agency, it has become virtually immune to the re- 
quirements of national policy and the broader public welfare except 
as thoy may accidentally coincide with the public interest as per- 
ceived by liankers. 

Endowed with its own independent income from loans and invest- 
ments, it is beyond the power of the pui'se exercised by the Congress 
over its other more humble creations. Backed by its influential bank- 
ing and business constituency, it can readily muster formidable clout 
to frustrate any legislative threat to its policies and its preferred 
methods of operation, including secrecy. 
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Quite logically, the bill leads off with a directive setting the broad 
framework of national economic policy within which the Federal 
EeservB Board should pursue its monetary policies. No such statement 
now appears in the Federal Reserve Act, leaving the Board totally 
at liberty to pursue its own version of national economic policy, witn 
near disastrous consequences over the past many years. 

Essentially, the directive is an adaptation of the goals set forth in 
the Full Employment Act of 1946, to promote "maximum employment, 
production, and purchasing power." 

However, the bill substitutes the words "price stability" for "pur- 
chasing power". We believe the broader concept should not be elimi- 
nated, and suggest that the bill be changed to include "purchasing 
power" as well as "price stability." 

The Federal Reserve System has in the past rather doggedly pur- 
sued "price stability" through economywide reductions in purchasing 
power, output, and production, regardless of the real causes of infla- 
tion. We would prefer that its mandate be clear that this singleminded 
course is not acceptable. 

Second, the bill writes into permanent law the previous requirement 
under House Concurrent Resolution 133 for quarterly reporting on 
proposed monetary policy to the Banking Committees of the House 
and the Senate, 

This is potentially an important vehicle for Federal Reserve ac- 
countability, particularly since it specifies additional information be- 
yond mere monetary aggregates, Tnder the now-expired resolution, 
the Chairman of the Board, Dr. Bums, was successfully able to frus- 
trate questions seeking to probe the underlying assumptions used in 
arriving at the overall monetary policy. 

As noted by the late Nathaniel Goldfinger in testimony 2 years ago 
before this committee : "Questioning Dr. Bums about monetary policy 
and its related economic and social implications has been like pushing 
on a string," 

We fully support the effort to obtain more meaningful information 
on the goals and assumptions underlying the goals on monetary 
aggre^tes. 

Section 2 of the bill concerns the composition of the boards of 
directors of the regional banks. The amendments implement national 
antidiscrimination policy on race, creed, color, sex, or national origin. 
And they expand the economic interest groups from which class B 
directors may be selected to include "services, labor, and consumers." 

These directors are to be designated as representing the public. This 
is a long overdue recognition of changes that have taken place in the 
economy of our Nation since the year 1913, when the present language 
was adopted. 

Our question is why this logical updating does not extend to the 
remaining structures of the System, including the Board of Govemors 
itself, the Open Market Committee, and the Federal Advisory Council. 

Our position is that all of the governing and advisory committees 
of the Federal Reserve System should be operated under the same 
expanded representation format. Monetary policy should not remain 
a preserve of the banking community. 
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Because of the extraordinary power of the Open Market Com- 
mittee, we liave further recommended that it be abolished and its 
functions be undertaken by the Board itself, whose members are 
appointed by the President and confirmed by the Senate. 

Section 3 of the bill provides for Senate confirmation of the Presi- 
dent's nomination for Chairman of the Board. This has been included 
in view of the fact the President can choose a nominee for Chairman 
whose original Senate confirmation is of some antiquity, owing to the 
14-vear terms which Board members serve. 

We believe a more fundamental solution is to shorten the terms 
of Board members to 7 years. 

The Chairman. Mr. Biemiller. if yoii will excuse my interruption, 
we unfortunately, as I indicated before, are now in the process of a 
series of votes on suspensions of the rules, which will take us some 50 
minutes. Accordingly — and I having discussed this with you, and 
we greatly appreciate your cooperation — we will declare ourselves in 
recess until 3 p.m. and ask that you return at that time to finish your 
testimony and to respond to such questions as there may be. 

The Chair will also state that, without objection, the testimony of 
Ms. Kathleen O'Reilly will be admitted info the record following 
the testimony and any colloquies that may ensue with Mr. Biemiller. 

"We now stand in recess until 8. 

fBrief recess is taken.] 

Mr, Cavanauoh fpresiding]. Mr. Biemiller, Chairman Reuss has 
asked me to eonevey his apologies to yon, but he was called to a House- 
Senate conference and is unable to return. But we will resume the 
hearings with your testimony ; and I would like to express my per- 
sonal gratitude and the gratitude of the committee for your patience 
in waiting for us during the course of this long vote. 

So, you may continue ; and thank you very much. 

Mr. Biemiller. Thank you very much. Mr. Cavanaugh. 

I will pick up where we were interntpted. 

Section 3 of the bill provides for Senate confirmation of the Presi- 
dent's nomination for Chairman of the Board. This has been included 
in view of the fact that the President can choose a nominee for Chair- 
man whose original Senate confirmation is of some antiquity, owing 
to the 14-vear terms which Board Members serve. 

We believe a more fundamental solution is to shorten the terms 
of Board Members to 7 years. 

We support Senate confirmation of the desienated Chairman and 
urfr& that the term of the Chairman coincide with that of the President. 

These changes should help make the Board more responsive to over^ 
all national economic policy without impairing a necessary degree of 
independence. 

Section 4 of the bill deals with the problem of lobbvine pctivities 
generated bvthe Federal Reserve System on behalf of its positions 
with respect to pending learislation. 

Almost all Government agencies eenerate a certain amount of sup- 
port from among their various constituencies, hut the crucial point 
is one of the extent and the propriety of such activities. 
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The extensive report on "What the Secret Minutes of Federal Re- 
serve Banks Meetings Disclose" recently presented by Chairman 
Heuss not only documents extensive solicitation of powerful support 
from the Fed^ constituency but also the near identity of interest be- 
tween the regulators and the regulated. 

We would anticipate that such enactment of section 4 would muffle 
the Fed's direct leadership in such campaigns, but that the lobby 
would continue nonetheless. Section 4 should really occasion no 
opposition. 

Finally, section 5 extends provisions on conflict of interest presently 
applicable to Federal Government officers and employees to Federal 
Reserve bank directors, officers, and employees. We can see no possible 
basis for objection to such requirements. 

In short, Mr. Chairman, you have a good and useful bill. It makes 
limited, but necessary, amendments in the Federal Reserve System. 
We urge your serious consideration of the additional changes we have 



The AFL-CIO has long been a supporter of basic changes in the 
structure of the Federal Reserve System, to make it more responsive 
to the needs of the public. I am attaching a copy of the Executive 
Council statement of February 21, 197^. which is the most recent 
statement directly pertinent to the content of this legislation. 

[The statement of the AFL-CIO executive council follows:] 
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Mr. Cavanadqh. Thank you, Mr. Biemiller. 

And I'm sure I express the chairman's sentiments for preaendnj 
your outstanding testimony here this afternoon and following upm 
the distinguished majority leader's testimony this morning in support 
of this legislation. It adds considerable impetus, I am sure, to its 
eventual success, I would hope. 

Mr. BiEMiLLEB. We would, too. 

Mr. Cavanaugh. I would have a couple of questions for you. 

Mr. Biemiller, if the Chairman's term coincided with the President's, 
unless there is a resignation from the Fed's Board of Governors, tin 
Chairman will have to be designated from among the seven sitting 
Governors, so wouldn't it be better to put the appointment 1 year after 
the inauguration of the President rather than to coincide directly! 

Mr. Biemiller. I would refer that directly to Dr. Oswald. 

Dr. Oswald. The intent is to allow the new President to have some 
ability to influence the Director, or the Chairman. A 1-year lag might 
be too much of a time, maybe. An appropriate timelae^ might be 3 

6 months after the time that the new President takes o^e. 

Mr. Cavanaugii. The problem in that case is there might not be t 
vacancy on the Board 3 or 6 months after. 

Dr. Oswald. If at some point, and assuming that we start with the 
ability of the Chairman in 1981 to serve a 4-year term, thereafter he 
would always have the ability to have a term that would be coincidental 
with that of the President. 

The problem is that the term of the present Chairman expires next 
January 31. The legislation— his term as Chairman expires January 31. 
His term as a member continues until 1982. I would think that the 
legislation should provide maybe a short interim period so that start- 
ing in 1981 there would be the possibility of a 4-year term that would 
be similar to that of the new President. 

Mr. Biemiller. I could just add to that, Mr. Chairman, that, obvi- 
ously, what we are talking about is the intent of legislation. The de- 
tails, as Dr. Oswald has suggested, can very easily be worked out, but 
it is also tied in part to our recommendation that the committee give 
serious consideration to taking the 14-year term and reducing it to 

7 years. This has always been one of the things that has bothered us 
very much, that 14-year term. It is a long, long time to put somebody 
into that kind o£ a powerful position. 

I am talking now just about members, not only chairmen. 

You could always appoint somebody from the Board if you did not 
like the present chairman. 

Mr. Cavanaugii. Well, I would agree with you that 14 years is a 
long time, and we ai-e not, apparently, prepared to confront that situa- 
tion in this legislation. 

I would not have any further f|uestions. 

I see Mr. Vento has joined us, and he may have questions. 

Mr. Vento? 

Mr, Vento. Mr, Chairman, it is a pleasure to welcome to the com- 
mittee Mr. Biemiller and his presentation on this issue. 

I haven't I'ead your statement, but T know that if addresses itself 
to HotiK'thing about which we are all concerned, the Federal He-spn-p 
Board and its impact upon the economy. 
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This morning someone pointed out that the Federal Reserve Board's 
actions are limited to monetary policy and to the stability of banks, 
which I found rather interesting, and 1 am interested in your reaction 
to that, Mr. Biemiller. I know your statement addresses specifically 
that, but perhaps for the record we could establish some further dia- 
log on that point. 

Mr. Biemiller. I will let Dr. Oswald take that one. 

Dr. Oswald. Mr. Vento, the actions, while they are monetary actions, 
affect all Americans, not just the banks. It all'ects the interest rates 
that people pay for the homes that tliey buy. It affects the interest rates 
that they pay on the consumer goods that they buy, whether it is from 
department stores or f mm the gasoline stations with their charge ac- 
counts. It affects the small businessman when ho goes to borrow money, 
and it affects all businesses in their own lending. 

It affects the levels of employment and unemployment in terms of 
how tight or expansionary a monetary policy is followed by the Fed- 
eral Reserve Board, and is part and parcel of the whole economic 
policy activities which the Government in the broad sense is able to 
follow in terms of influencing the economy. 

Mr. Vento. Well, I am pleased to hear your observations are similar 
to others toward what we think the impact of the Federal Reserve 
System is. It was created by Congress to carry out something at arm's 
length but not at such length that it differs from the policies estab- 
lished by this Congress nor in coordination with the policies that are 
established or worked out between the Executive and this Congress, 
which is in fact what has occurred in some instances in the past. 

Stability, I suppose, is one thing, but to countermand the effects of 
established policy and political policy, I think, is a grave error in 
terms of what their general charge is. 

We discussed to some extent the impact of interest rates again this 
morning. The majority leader, as you know, testified before this com- 
mittee. Consumer advocates have done so. And I must so that I am 
very pleased that labor has sought to come forth and make a statement 
on this concern. 

There is an element with intei-est rates that, obviously, affects the 
various aspects of the workability of the entire free enterprise system 
and that addresses itself to what I would call, for lack of a better 
word, creative entrepieneurism and a very marked effect on venture 
capita], the willingness to take risks that occurs when you do have 
high-interest rates. One of the reasons that I sponsored amendments 
to the Council on Wage and Price Stability, was to have them focus 
on that particular aspect .w we could better understand the interrela- 
tionship of inter-est rates, foreign investment, extra capital in this 
country, so we could determine what that impact is. 

When I a.sked tlio current chairman of the Federal Reserve to 
testify or f:o respond to tiupstions, he of course agreed that high interest 
rates did limit the ability of risktaking for an entrepreneur, but none- 
theless he has commented that the need to figlit inflationary forces 
apparently countermands any decision by business to invest. 

The problem with this is it gets back to what we have seen in the 
last couple of years. We have capital available to fund the natitmal 
debt. We have in this country a tremendous amount of investment by 
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foreign nations and so forth, which goes pretty much unnoticed but 
nonetheless is ven- important. So we have these dollars available but. 
nevertheless they" are accruing & or 10 percent interest while small 
business is trying to fund things tlirough various Government -oriented 
type of prt^ams on the local comnumity level with investor revenue 
Iwnds or at some other level where we are providing some sort of tas 
incentive or a limit to risks. 80 just as you limit risks in the past with 
a certain type of security or an interest -bearing bond, you limit risks 
in these ventures. 

And this. I l>elieve, is one of the direct outgrowths of a type of situa- 
tion where we ha\e an artificially controlled interest rate, and inap- 
propriatelv controlled interest rate level. 

And I feel that if we could move toward one that is more flexible 
or towanl one tliat would reflect ivliat congressional policies are so 
we would have them coordinated, we would be a long way toward ob- 
taining the type of economic stimulation that we need without the 
necessity of Government programs to accomplish tliat end. And 1 
know that to some extent you share that goal. 

This bill in and of itself addresses some points of this. By itself, 
however, it does not accomplish, for instance, ihat mandate of coopera- 
tion. It, in my judgment, specifics that a policy that is established by 
a chief executive might be reflected in the Federal Reserve System and 
the Federal Kesen'e Board by virtue of appointments of the Director. 
It assures a wider participation by \ arioiis groups or various members 
of the public, but it does i-eframe some of the general responsibilities, 
but nevertheless. I think, in rather general terms. 

In my judgment, there is not the guarantee to obtain the types of 
goals tbat I may see or you may see. I hope that this committee, othei' 
tnan the two freshmen who arc sitting here right now, will eventually 
come to grips witli that and pi-ovidc the proper assurance that is 
necessary, whether it is somewhat of a different political persuasion 
than I. but T think coordination should be the goal. 

I think that what we have created with the Federal Reserve System 
is something that is imperfect, and I think it does need to get back <mi 
the track to provide more dvnamic an instrument in terms of fiscal 
regulation than currently exists in the |)resent system. It is good. It 
has pi-ovided some stability. But it also lends itself to some other 
manifestations that T don't think are intended nor desirable, and I 
think they are contradictoiy, to say the least. 

So I guess that is kind of a long statement, but I do want to enlist 
your responses, if you have any. I will ceitainly consider your state- 
ment, and I hope that we can hammerour something here. 

The audit aspects, of course, liave been addressed by the Government 
Operations Committee. We have a long way to go in order to accom- 
(jlish the type of improvement in personnel within the Federal Reserve 
System so that they can obtain the limitations on rates and other types 
of limitations that our chairman has been advocating. One of the 
things that did come up is the necessity for controlling lobbying. I 
ha%'e read over the notes that our chairman presented on this, and ^^t 
is the essence of this bill — lobbying registration and so fortli and pro- 
hibit)"" in official from recnnting the support for legislation or moni- 
to tion which is supposed to regulate him. 
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It is a tough provision to enforce. We ai-e going to find that there is 
eoing to be some anguish over that particular language as we go 
Qirough this, I would anticipate that we would have that difficulty. 
Any words of wisdom that you can offei' for that ? 
In my judgment, banks have the right to be repi-esented here, but it 
is improper for the Fed to encourage lobbying as it has. 

Maybe you would like to comment about some of my earlier remarks 
and specifically the one at>out limiting the lobbying by the Fed. 

Mr. BiEMiLLER, Let me make a couple of general obsen-ations, and 
then T)r. Oswald will probably want to add something. 

First, on the question of lobbying, we comment on that in our state- 
ment. AVe think it is a very, very bad situation when the Fed does, in 
effect, stimulate lobbying on the part of banks and gets them going. 
Now, like you, we are not denying that banks have a perfect right 
to lobby, but we don't know why the Federal Reserve does their lobby- 
ing for them, which is one of the things you are up against. 

We particularly don't like this S^c^use, as President Meany has 
observed repeatedly, we regard Dr. Burns as a national disaster. We 
think he has done more than anybody else to piolong unemployment 
in this country in recent years, and he and Alan Greenspan combined 
have been a real problem for the economy. 

But, certainly, in terms of lobbying, we don't think that the Federal 
Reserve Board should be allowed to stimulate and to lobby for banks. 
They are pretty well able to take care of themselves, and they do a 
pretty efficient job of lobbying. They don't need the Federal Reserve 
Board to lobby for them. 

"What irks us is that here the Fed is supposed to be a creature of the 
Congress, but you have to dig pretty deep to find that out because the 
Fed has been off acting so independent for years and years that you 
sometimes wonder if they know that Congress exists, and — for ex- 
ample, we have repeatedly said, if wo are ever to get the Humphrey- 
Hawkins bill or any reasonable facsimile thereof, the Fed has got to 
be pulled into the fight for full employment. The influence that the 
Fed would have on any policy affecting full employment is tremendous, 
and this is the kind of thing that if. conccrnuig us as it is concerning 
you. 
I think we are in basic agreement with the statements you make. 
Dr. Oswald can add to this. 

Dr. OswAio. I just wanted to add that each of the steps that are in 
the chairman's bill are very minimal steps. They are all steps in the 
right direction. 

For example, on the recommendation that the Federal Reserve, 
pursuing its monetary policies, adopt the goals set forth in the Full 
Employment Act of 1946, it seems we need to call this to the attention 
of the Federal Reserve Board 31 years after enactment of the Employ- 
ment Act of 1946. But it is clear that has not been a central concern 
of the Federal Reserve Board in terms of its policies. And as Mr. 
Biemiller indicated, the provisions in the Humphrey-Hawkins bill 
would go a step further in terms of requiring the Fed to indicate how 
its actions would be consonant with such maximum employment, pro- 
duction, purchasing power, and price stability, which would be a step 
further than is in the clmirman's current bill. 



.yGoogIc 



52 

\\V think it i.s also only a small ntep the rhaimian has in his bill that 
l>rovi<l(~ for roiisunwrrs and otliers to be represented on the boards of 
the loral Fr;d iiankn. \Yc believe that that >hoiild be expanded to in- 
'•lii'If all of the operations of the lioard. includinfr the Board of 
(iitv^mom itself, the Open Market Committee, if that committee re- 
mains as a romiiiitlee. and the Federal Advisory Council itself. 

The actions of the Board, as you indicate, though, are such that thCT 
alT<'i^t jMiOpIe substantially more than bankers, and I think that nee<u 
to Ik5 n:flected in a substantia] change in the makeup of the Board it- 
sel f as well an tlie member Ijanks and the various advisory committees. 

Mr, Yr.sro. Mr. Chairman, I know my time has expired, but one of 
the provisions in the current act excludes anyone from bein^ an officer 
of a Irnnk to Ix- a class B or C director. I don't know what the provi- 
sion is for class A. Maybe T could call on staff and they could tell me. 
I assume it would t»p identical, that thev would be excluded. 

I would yield to the Representative from Georgia. 

Mr. C'ava NAtron. Mi. Barnard. 

Mr, Barn'ako. I believe claiis A directors come from banking classf- 
fications. 

Mr. Vkxti). Is there any provision in current law, do you know, for 
divestiture of interests, financial interests, at all? 

Mr. Barnard. \ot for the class A directors. 

Mr. Vexto. Well, that would be semantically impossible, I suspect 
Tlie others are divested of various financial holdings, is that right! 

Mr. Barnard. I am not sure, but do not think so. 

fn other words, the Fed would not be lending any money itself to 
those entities, so there would be no conflict of interest there. 

Mr. VEN'ro. Well, thank you for your response to my questions. I 
appi-eciate it. 

Mr. Oavanaioii. Mr, Barnard. 

Mr. Barnard. Thank you. 

Mr. liiemiller. it is good to have you and Dr. Oswald here today to 
comment on this legislation. 

Tje.t me ask you a question. Plow do you feel about the Federal Re- 
serve bank and Federal Reserve System being a check-and-balance 
program in our m<inetary- makeup? 

Do you think it should be a check -and-balance process ? 

Dr. Orwai.i>. It should be a pai-t and paivel of the overall policy of 
the country in fei-ms of the economic policy that it pursues. It should 
not be one that runs contrary to the policy that is enunciated by people 
who are elected to their positions to rim the Government, and that is 
how it has been acting recently. It hag been running contrary to the 
general policies often enimciated by the Congress and the elected 
officials of the Govemnient in terms of pursuing policies. 

Mr. BAiiNABi>. Has there been an agency of the Government set up 
todo that, to control monetary policy, other than the Fed? 

Dr. OwwAij). Alonetary policy — it was established by Congress in 
1B13 to handle basic monetary policy, and it should continue to be 
subject to the Comrress which established it. 

Mr. Barnard, "ttliat do you think would have happened in 1973 and 
lfl74 if there had not been some constraints put on the inflation in the 
Fedei " ^^'ng? Where do you think we would be today? 
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aerious problems in 1973 and 1974 came abont as a result of two basic 
increases in prices, for fuel and for food. Fuel rs a result of the actions 
of the OPEC countries, a fivefold increase between then and now, in 
terms of the price of oil. And in terms of food prices, the results of 
the large grain shipments to Russia and to China and some of the 
shorta^ee of grain. 

The inflationary influence of these two items was not the result of 
overall excess demand in the economy. The Federal Reserve Board 
tried to meet those inflationary pressures as if they were general de- 
mand-caused inflation. They restricted monetary policy very tightly, 
and I think this became a factor leading toward the curtailment of 
production that led to the 1975 recession — the 1974 and 1975 reces- 
sion from which we still have not recovered, 

I think one of the problems was the faihire of the economic policy 

to be in concert in terms of trying to meet the problem of inflation 

from an overall policy point of view which would be pursued by the 

country rather than one which depended almost entirely upon the very 

tight monetary policies and brought about the type monetary policies 

which were one of the influences which led to the 1974-7.^ recession. 

Mr. Barnard. On this point we obviously disagree. I personally feel 

that at that time we needed some reining in of our resources in order 

*n take a more academic audit of where we were in the overall economy. 

Does the Fed not serre as a check and balance on monetary policy? 

Dr. Oswald. Mr. Barnard. I don't believe it operates as a check or 

balance. I believe it currently operates as an independent operator in 

t«rms oif determining monetary policy, completely independent of any 

check, and I think that is precisely part of the problem. 

I see this current bill by the chairman as really only a minor step 
that would continue the pi-ovisions of the earlier House concurrent 
resolution that had the chairman even come before the Congress quar- 
terly to report on the types of activities of the Fed, Prior to that he 
Federal Reserve Board did not even speak to the Congress, We felt 
that this is a very sorry state of atfairs. The inclusion by the chairman 
in his bill of fhe'kind of language that was in the Employment Act of 
1946 indicates, I think, part of the concern of many people that the 
monetary policies that have been pursued by he Federal Reserve Board 
have not taken into consideration the issues of full employment, full 
production, and purchasing power— things that also lead to an ex- 
panding, healthy economy, 

Mr. Barnard. What do you think would be the results of the Fed 
coming to Congress and making public statements on what it antic- 
ipates doing in the next quarter or the next fiscal year. What conse- 
quences do yon think that would have on the money market and other 
related activities? , , ,- .l 

Dr. Oswald. Mr. Barnard, for the last 2i^ years. I Ijelieve, the 
chairman has been coming and has been giving some indication of what 
he anticipates will be the likely growth in Mi money and the money 
supply, and it has had no deleterious effects at all in terms of the over- 
all money markets. 

What It does do is. in essence, allow the Congress an opportunity to 
discuss with the chairman whether these types of policies are similar 
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and woultj lead to the same general overall economic developments I 
that the Cong^-ess is trj'injr to achieve. They should not be going at 
cross purposes. 

Mr. Harnard. On another aspect under discussion, what method 
would you use in choosing members of the Board of Governors? 

Dr. OswArj>. Well, currently, as I indicated earlier, the Board is 
made up of both class A directors, who are bankers, class B directors, 
wlio arc representatives of industry— the industrial sector and com- 
merce, I believe, is the current language for class B directors. We 
would like to see that the Board be much more representative of the 
comnninity at large, so that tiiere should be a provision, as the chair- 
man suggests, for the inclusion of consumer representation on the 
Board. T think that there should he labor representation on the Board. 
Tliere is pi-ovision also currently for agricultural interests already in 
the 191S act, and I think that the membership should be br(Mwiened 
to include all segments of our society. 

Mr. Barnard, They are not separated from the law now, are they! 

Dr. Oswald. But they are not required to be in the law, as are the 
other classes now required to be accounted for in the membership of 
the Board itself. And wo just think that if there are certain groups 
required by statute to be represented on the Board, then that represen- 
tation included in tlie legislation should be broad enough to mclude 
all s<'ginents of our society. 

Mr. Barnard. I have no further questions, Mr. Chairman, 

Thank you, sir. 

Ml', OAVAXAuoir. Mr. Vento, do yon have any additional questions! 

Mr, Vento. No, Mr. Chairman, 

Mr. CAVAXAx«;ir. Mr, Biemiller. Dr. Oswald, we thank you on behalf 
of the committee and behalf of the chairman for your outstanding 
presentation here this afternoon. T am sure yon would be willing to 
submit to any additional questions that may be forthcoming from 
momliei-s of the committee in writing. 

Mv. BiE^niJ.ER. We certainly would, 

ATr. Cavaxaioif. With that, we appreciate your contribution to this 
hearing this afternoon. 

Now. without objection, T would like to enter into the record of this 
hearing today the statement of Kathleen F. O'Keilly, the executive 
director of the Oonsunior Federation of America, who was scheduled 
to testily, but, due to scheduling conflicts, was unable to be present 
this aftenioon. 

[The statement of Ms. O'Reilly follows:] 



<'<>iiKiimer Frdcrntlnn nf AmrrEcn Is n federation of 22S national, state and 
\ncnl in>n-i)roflt orRnnlzations that have Joined toitether to espouse the consnnier 
vievvi)oliit. CVA an»I its niomlier organlzationx represent more than 30 million 
consumer throntrhont the Unlt«l States. AmoiiR our members are: CoDBumers 
rnion, i>iililiaL»-r of ronsumer Ile|)orl« ; 17 cooperatives and credit union leagues ; 
4." stnte .and Inciii consumer orKnnlzntlon.s ; 66 rurnl electric cooperatlTes ; 27 
niitlfiniil nnd rcElonnl orEnnlzntlons rnnclnc from the National Board of the 

YWOA to Ihf Nnllonnl Educntimi Association; ami Ifi national lahnr 

orfcanlzatlons. 
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CFA bas loag been on record in snppoK ot siKnlflcantly IncreaBing the account- 
Kblllty of the PR8 to the American conHuming public. H.U. SOB* takes eomc 
dsnlflcant steps In the right direction. For example, we api^ud the peraanent 
dlalogne which would result between Congress and the FRB as to quarterly 
testimony with respect to monetary polfcy including propoeed monetary aggre- 
sates, anticipated velocity, estimated Interest rates and portfolio composition. 
Bad) rc^rtlng factor increases the accountability which the Congress can wield 
over the Federal Reserre Board. Similarly we arc most enthusiastic Bt)Otit the 
requirement that the Senate confirm the Chairman <if the Board of OovprnorM. 
Tbis minimum accountability Is ilkewlse a must. 

CB'A, however, has several suggestions as to how the remainder of the 
leglalatlon must be strengthened so as to more truly achieve its intended goal. 
(i ) Bntadetting tKe economic inlerett of Federal Rctcrvc Board Directors 

CFA feels It Is Insufficient to attach the language "without discrimination on 
the basis of race, creed, color, sei or national origin" to the selection criteria of 
Class A and B Directors. Wliy Is not an affirmative action program being sug- 
gested? The present predominantly Caucasian male pool from which Class A and 
B members are selected wlli make the "without discrimination . . ." language 
meaningless. 

As to Class "C" Directors, what good does It do to say they must represent 
the public, and "with due but wit cf clu (Hrc consideration to tbe interests of Ogri- 
cnltnre, commerce, Industry, services, labor and consumers?"' That is quite an 
Intriguing and less than rational mix of six segments of society. Certainly the 
"consumer" viewpoint Itself Is worthy of at least 3 seats. Furthermore, as CFA 
has consistenly testifled, the "consumer" representative must be statutorily 
defined so as to include only those who have a demonstrated expertise with 
req>ect to tbe issues and who receive neither a salary (direi:tly or Indirectly) 
nor significant investment Income from the regulated Indiistrj-. Anything less 
presents a conflict of Interest. We are most disappointed that the similar message 
we brought to this Committee on this point In l!>i6 seems to have fallen on deaf 

(2) The Prevention of the fed's from Uninf/ Bankn at LobhyUU and the Prohibi- 
tion of Pr^cral Reicrvc offlccrs, Emfiloycrt and Diralorg from Acting Where 
They Have a Confliet of Inlcreat arc not Aevompanied by Sufflcient Sancliom 

CFA Is sorely disappointed that tbe legislation doesn't Include the necessary 
teeth which would act as a sufficient deterrent with respect to the Fed's using 
Banks as lobbyists and with respect to conflicts of interest. It Is relatively easy 
to prohibit a certain practice. Yet if one sincerely desires to prevent It, there 
must l)e severe tlvll and criminal sanctions for a violalion. Minimally there 
should be the withholding of a federal employee's salary similar to the provisions 
of the Freedom of Information Act. Similarly, It Is Imperative that when a 
federal employee has been engaged in a conflict of Interest situation, the action 
which is relalive to the i-onHlct of interest should tie deemed "not In accordance 
with the law" for Judicial review purposes. 

(3) DUdotum 

CFA recommends that strong disclosure are provisions also be included In any 
Federal Besen-e Board a<-countabllIty package. The Federal Heserie Board should 
be required to make quarterly reiJorts on such factors as terms and conditions of 
loans including the Interest rates for each class of consumer loans. Dissemina- 
tion of that information to consumer groups is also a must. It should be published 
In the Federal Register, and beyond that should be forwarded to consumers on 
a regular basis; furnished on request at flnanclal Institutions and should be 
conspicuously |)osted at these in^tRutlons. 

Consumers should not have to rely on the whims of regulators Kuch as Arthur 
Burns who releasetl basic Information as to Interest rates on various categories 
of consumer loans In member lianks only after ('on-'jumers Union was forced to 
bring suit to obtain this Information — information which the Federal Reserve 
Board readily provides Its customers. The bill should give assurances that this 
type of InformatlOD will be readily available and furnished liefore It Is out of 
date and no longer usable to tbe ci 
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Id accordance wltb CFA'b pollcj' resolution on Trutb-In-SavIosB, couanmers 
sbould be aesnred of legislation wbicli would : 

1. Require full disclosure to consumers of all types of aavings contracts, 
essential terms and conditions of tbe contract prior to and when tbey open 
an account, before any cbanges are made In tbe savings contract and when 
earnings are paid ; 

2. Prohibit tbe proliferation of ambiguous words, and provide for manda- 
tory use of simply defined words requisite for efficient commanication about 
savings; 

3. Establish as a standard for regulations Issued by regulatory agendes 
that of intelligibility by the average savings consumer ; 

4. Be included as a central feature for llnaacial institutions reform 
legislation ; and 

5. Require that all flnandal Institutions compute interest due on savings 
accounts on the basis of tbe average daily balance In the account from the 
date of deposit to the date of withdrawal. 

Trust-ln-savings could do for small savers what truth-ln-lendlng has already 
done to some extent for small borrowers. Studies by Professor Richard L. D. 
Morse at Kansas State University have demonstrated in numerous ways tbe very 
real impact of tbe varieties of leriiis and penalty features in savings account 
and other savings instruments. 6 percent is not 6 percent when tbe saver loses 
90 days worth of interest on funds withdrawn before the rules of the institution 
allow. 5 percent Is not 5 percent if that rate is only paid on minimum balances 
during the interest payment period. Truth-in-saviugs will be no panacea for small 
savers imaware of tbe impacts of various clauses, rules, and penalties or accounts, 
but combined with tbe effects of competition that would likely cause Institutions 
to standardize their Interest computations, the impact could be quite beneficial. 

Mr. Cavaxaioii. With that, we are adjourned, subject to the call of 
the Chair. 

[Whereupon, at 4 p.m., the hearing was adjourned, subject to the 
(-all of the Chair.] 



.yGoogIc 



FEDERAL RESERVE REFORM ACT OF 1977 



tuesday, jult 26, 1877 

House of Representatives, 
Committee on Banking, Finance 

AND Urban Affairs, 

Washdtigton, D.O. 

The committee met at 10 a.m. in room 2128 of tlip Raybum House 
Office Building; Hon, Henry S, Reuss (chairman of the committee) 
presiding. 

Present: Represeiitatives Reuss, Ashley, Moorliead, St Germain, 
Gonzalez, Aniiunzio, Hanley, Mitchell, Neal, Btancliard, LaFalce, 
AtiCoin, I)eiTick, Hannaf ord, Evans (Indiana), Lundine,Cavanaugh, 
Oakar, Mattox, \'ento, Barnard, Watkins, Stanton, Brown, Wylie, 
Rousselot, Hansen, Hyde, Kelly. (Jrassley, Fenwick, Leach, Steers, 
Kvans (Delaware) , and Caputo. 

The CiiAiRBfAN. Good moming, and welcome. Chairman Burns. The 
House Committee on Banking, Finance and Urban Affairs will be 
in session for further hearings on H.R. 8094, a bill to promote the ac- 
countability of the Federal Reser\e System. 

We are most honored, as always, to have the distinguished and re- 
spected Chairman of the Federal Reserve Board before us. He will 
oe with us again later this week, on Friday, in another capacity — and 
that is, sliarer of our dialog on monetary policy. 

Chairman Bums has told me that he is lunching with the Presi- 
dent today, and that, therefore, he would need to leave here at the 
latest by 12 :30 or 12 :40. I see no reason why we can't expeditiously 
enable the chairman to incot that commitment. I am certainly going 
to try to. 

Cfiairman Burns, under the rule, and without objection, your state- 
ment is I'eceived in full into the i-ecoid, and would you now proceed? 

STATEUENT OT HON. ARTHUR F. BUKNS, CHAIXUAN, BOARD OF 
(}aV£RNORS OF THE FEDERAL RESERVE SYSTEM 

Dr. Burns. Thank you, Mr. Chairman. 

I am pleased to have the opportunity to present the views of the 
Board of Govei-noi-s on H.R. 8094. the Federal Reserve Reform Act 
of 1977. The stated purpose of this bill is to promote the account- 
ability of the Federal Reserve System. 

Let me say at the outset that the Board fully I'ecognizes its account- 
ability to Congress for its performance of the duties Congress has 
given it. My colleagues and I appear frequently before this committee 
and other committees of the House and the Senate to report to you 
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and to answer for our actions. We have participated earnestly in the 
quarterly dialop on monetan- policy iniiiatpd under House Concur- 
rent Resolution 1S3 of the !t4th ("oiipre^j. I am scheduled, as you know, 
to appear before this committer on Friday to continue that dialog. 
Last year the Board recommended that the Hons* and Senate Banking 
Committees evaluate our iJerfornianoe as hank supervisors through 
periodic oversijiht liearinps on the condition of the banking system, 
and the first such hearinfr was held l>y the Senate Banking Committee 
this March. In April we advanced the dialog further by presenting 
testimony on the iiudget of tlie Federal Reserve System before the 
same coinniiftee. 1 believe that through proceedings such as these we 
are evolving an effective means by ivhicn the Congress can fulfill its 
oversight i-esponsil»ilities with resiK'Ct to the Federal Reserve while 
i-especting the basic principle of an indci^ndent central bank. 

The most significant pi-ovision of ll.R, ^114 is section 1 of the bill. 
The objective of monetary- policy set forth in this section — namely, 
that it "shall be governed by the national policy to promote maximum 
employment, production, and price stability" — is consistent with the 
Boai-d's understanding of the intent of Congress, and it also reflects 
the actual practice of the Board and the Federal Open Market Com- 
mittee, In the Board's judgment this would be an appropriate addi- 
tion to the Federal Reserve .\ct. It is a clearer statement of national 
policy than is contained in the P-mployineiit Act of 15*48. which uses 
the term "purchasing pnwei" rather tliaii "price stabilitv." 

On the other hand, the Board is disturlwl by the bill's language 
relating to hearings on monetary fwlicy, which differs in several major 
respects from that of the concuri-ent resolution it would replace. The 
concurrent resolution was the lan-fully framed product of extended 
discussions between the Banking Committees and the Board. It has 
Iw-en thoi-onghly tested in the course of the nine hearings held under 
its provisions over the past 2 yeai-s. We know of no good reason for 
revising it : indeed, some of the proposed revisions, if enacted, would 
>«• inimical to the orderly functioning of financial markets. 

The provision coiling for projections of interest rate levels for 12 
months ahead is particularly ill advised. Neither the Board nor the 
FOMC makes such estimates. To l)e sure, some, if not all, members 
have more or less well-dctined exiiectations nl>out the likely course of 
rates in coming months, but meml)ers of the Board and of the FOMC 
do not discuss such expectations in public. Federal Resen-e officials are 
extremely careful to avoid any public comment that might suggest or 
imjdy some partii?ular outlook for interest rates. 

The reason for reticence on this siibject should be obvious. While the 
Federal Reserve cannot determine niaiket interest rates, it certainly 
can influence them — particularly in tlio short nm. Participants in fi- 
nancial markets know this, and they have strong incentivea to make 
use of any clues they can get to the System's intentions. If, for ex- 
ample, bondholdei's conclude from a remark by a System official that 
rates will be rising in the futuie. they may deem it advantageous to 
sell their holdings immediately — and that may canse rates to rise pre- 
maturely. It mav also cause rates to move uii unnecessarily if the view 
of the System official was not well founded but nevertheless was taken 
seriously. 
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But if the casual comments of a Federal Reserve official can affect 
market interest rates, public reports each quarter on the interest rate 
expectations of the Board or the FOMC could rock financial markets. 
The expectations voiced by the Board at a quarterly hearing might 
change a week or a month later, and in any event might be mistaken. 
If we made specific pronouncements about the future of interest rates, 
many traders would no doubt tend to respond promptly. Inappro- 
priate as well as violent changes of interest i-ates could take place and 
the economy suffer from the financial instability so generated. The 
capacity for mischief inherent in the interest rate provision is so ap- 
parent that I find its inclusion in the bill inexplicable. 

The provision calling for quarterly testimony on monetary velocity 
12 months ahead is questionable for other reasons. Particular con- 
siderations — often of a sort that defy quantification — weigh heavily 
in the thinking of most, if not all, membei-s of the FOMC. In the nine 
hearings held thus far under House Concurrent Resolution 133, 1 have 
tried to set forth the reasons underlying the Federal Reserve "s policy 
decisions. In fact, I have often commented in general terms on expec- 
tations for velocity, speaking for the FOMC or the Board when that 
was appropriate and for myself when it was not. But in so doing, I 
have consistently emphasized the sensitivity and flexibility of mone- 
tary policy, which can change by the month or even by the hour, and 
which should never become the prisoner of some preconceived number. 

Conceivably, in response to a congressional mandate, the FOMC 
could vote on some numerical figure for monetary velocity. But any 
such exercise is not necessary for effective policy formulation ; if under- 
taken, it would divert members of the FOMC from basic analysis in 
which they have some competence to a numerical guessing exercise ; the 
end result would be artifical at best, and would be grossly misleading 
at worst. 

Finally, I must advise this conmiittee that the Board seriously 
questions the provision calling for quarterly reports on the "proposed 
composition of the Federal Reserve's portfolio" 12 months ahead. In 
the first place, such reports could influence current interest rates as 
market participants drew inferences about Federal Resei-ve purchases 
or sales in different sectoi-s of the market. Second, such reports could 
prove highly misleading. In view of the uncertainties about future 
considerations in securities markets, numerical projections of likely 
changes in the portfolio during the coming 12 months eannot be made 
with much confidence. 

Of course, the FOMC could always instruct the Manager of the 
System Account to make its guesses come true, or perhaps to reduce 
particularly large misses, whether or not the open market operations 
required were consistent with the needs of the Nation, I very much 
doubt that Congress will want to force the Federal Resen'e into that 
kind of predicament. 

These obser\-ations on the deficiencies of section 1 of this bill suffice, 
I hope, to show why the Board recommends that the language provid- 
ing for quarterly liearings on the conduct of monetary policy follow 
much more closely the carefully framed and thoroughly tested lan- 
guage of House Concurrent Resolution 133. 
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Sfi'lioii -2 of the pi-eseiit bill would prohibit discrimination and 
broadi'ii the list of iiitfi-ests to be considered in the selection of Resem 
bank diiwtoi-s. We are in sympathy with the concerns underlying this 
piovision and we snpixnt it. As I stated last year, the Federal Kesem 
is fully coniniitteil to the principle of equal employment opportunity. 
!iud wo have made vigorous efforts over the years "to employ and pio- 
mote qualified women imd minority ^roup members to the staffs of 
the lUwird and the Resei-ve banks. Moreover, we lia^'e recently in- 
creased our emiihasi.-i on the appointment of such persons to the Boarie 
of Hiivolors of ihe Reserve banks. Wliile we have achieved somesiK- 
i'i"--:i, we ii-ioirnize that it has not been sufficient. Last year I advised 
you tliiit the System had 6 women serving as members of Reserve bink 
braiu-h biwirds. Foi' 197". this fipire has increased to 17 women dirw- 
lors. 4 on head office Imards and 13 on branch boards. This j'car our 
minoritv ditvctoi-s have inci-eased from l.'t to 16. including 3 who sem 
on the l)oards of head office?;. "We appreciate Chairman Reuss's era- 
tinning interest in this matter, and I assure the committee that w 
intend to conlinne our efforts to enlarce tlie representation of women 
and nienilxu':; of minority prioups on the Reserve bank boards. 

.Vnother change in the provisions of section 2 relating to directots 
would expand the categories of individuals to be considered in the 
selecl ion of class R and C directors. The Board endorses this proposed 
broaiteninjr in the rcpi-esentation of the public on Reserve bank boards. 
Indeed, in connection with the FIXE discussion principles we rec- 
oiiu'iided Hiat consideration lie given to appointment of class B dircc- 
loi-s by the Hoard rather than their election by member banks. 

Wi' I'oniinue to liopc that the connnittee will consider whether its 
objectives in ihis section of the bill may not be better achieved by 
luoviiling for Board appointment of class B directors. As the bill 
stanils, liolli .lass .\ and class R directoi-s would still be elected by 
lueinber banks, in accoiilance with the nomination and balloting proce- 
ibires sel forth in st'ction 4 of tlie Federal Reserve Act. X'nder these 
procedures it is difliiult to see liow the bil's antidiscrimination provi- 
-^ions can 1h' cuforecd in elections in whioh literally thousands of mem- 
ber banks will be voting on a large nund>ei' of nominees. This difficulty 
coulil iM'ovcnoiiieliy s|»ei'ifyinjrthat class B directors are to be selected 
by the Hoanl. Suci'i an anu'iidment would have the added benefit of 
putliiig lo rest the mischievous fiction that the member banks control 
Ihe Feiieral Reserve bv virtue of their ability to elect six of the nine 
.lirectors of each Resefve bank. 

Section :l of the bill provides for Senate confirmation of the person 
appoiiiled by liie I'lvsideiit as chainnan of the Boarft As I recently 
testified Udoie tlie Sidx-ommittee on Domestic Monetar>- Affairs, we 
have no objection to this provision. 

The Hoard has serious )>roblems with the provisions of section 4 
relaling to so-called lobbying communication'; with regulated insti- 
tutions. Fulike the existinir provisions of law relating to lobbyine bv 
(ioveiiiinent oflicials, which make it a crime to use appropriated funds 
for such pur|)oses, ILK. S0!t4 would enact a dii-ect prohibition against 
connnunieation by any Federal Reserve official with any institution 
regulated l»y the Federal Reserve "to influence legislative actions af- 
fecting Ihe Federal lieserve System." 
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The Board seriously doubts whether such a pi-ohibition is consistent 
with the first amendment to the Constitution, which commands that 
Congress shall make no law abridging freedom of speech. Moreover, 
this provision of the bill is so broadly worded that it could have a 
chilhng effect on perfectly innocent communications that, besides be- 
ing constitutionally protected, are not intended to be included within 
the scope of this bill. Just what legislation, for example, would be 
excluded from the bill's referejice to "legislative actions affecting the 
Federal Reserve System"? How explicit must the intention be to "in- 
fluence" such actions? Need the Federal Reserve official ui^e bankers 
to write their Congressman in order to violate such a prohibition ? 

Are we prevented from informing banks about dianges that the Fed- 
eral Reserve is proposing in the laws that govern banking? Would we 
violate the law if a banker decided on his own to write his Congress- 
man ftfter listening to our description or analysis of a pending bill ? 
Indeed, may not this provision be violated whether or not the banker 
who received a communication from the Federal Reserve subsetjuently 
communicated with his congressional representative? With such un- 
certainties the inevitable effect would be to inhibit Federal Reserve 
officials from discussing any proposed or pending legislation in a pub- 
lic forum — particularly if bankers were present. I cannot believe that 
Congress would want to limit so severely the ability of Federal Re-~ 
serve officials to discuss legislative ideas or that it would want to create 
such impediments to the free flow of information or opinion to the 
Cor^ress itself. 

>foreover. since three members of each Reserve Bank board of di- 
rectors are bankers, as provided by law. the bill could even be con- 
strued to prevent nay discussion of pending legislation at Reserve 
Bank board meetings. In fact, since Federal Reserve banks could them- 
selves be considered institutions "subject to the regulatory authority" 
of the Board of Giovemors, the bill might be read to proliibit commu- 
nication between the Board and the Federal Reserve banks about such 
proposed legislation. Similarly, the bill could be interpreted to pro- 
hibit the Board from discussing legislative matters with the Federal 
Advisory Council, a body composed of bankers that was created by the 
Federal Reserve Act for the express purpose of counseling with the 
Board on matters affecting the System. Again, I cannot believe such 
results could be intended. 

The officers and directors of the Reserve banks, as well as members 
of the Federal Advisory Council, are appointed under law. The Board 
has a responsibility to keep them informed on legislative issues, and 
they naturally share our concern for legislation that may have an im- 
pact upon the System. Their interest in these matters exists quite apart 
irom the positions that some of them hold in private business insti- 
tutions. Neither Crovernment service nor election to a Reserve bank di- 
rectorate should require an individual to forefeit those rights of ex- 
pression and petition that are generally guaranteed by the first 
amendment. 

We appreciate that section 4 of the bill is intended to protect against 
the possibilitv that reculated institutions, hoping to curry favor with 
their regulator, may be induced to promote the regulator's interest in 
particular legislation. One who entertains such a fear must be assum- 
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ing that men and women who work in i-eculated businesses would let 
themselves be used by nnscnipiilous i-egiiTators to express views that 
may not be their own. I see little basis for any such cynicism about 
bankers or tlieir regualtors, or — for that matter— about the ability of 
Congi'essmeu to protect tlipmselves a^rainst misleading rhetoric of their 
constituents. 

We live in distuilied times, and if Congress should consider section 
+ a proper subject for new legislation. I still wee no basis for singling 
out for special treatment the Federal Reservt"— an institution wh<»e 
integrity should not lie lightly questioned. I cannot deny a theoretical 
possibility of misconduct in the future ; and if Congress believes it ap- 
propriate to address the issue, it should <lo so in the broad context of 
nil Federal regulatory agencies — not excluding Cabinet departments. 

Finally, section 5 of the bill would add "Federal Reserve bank di- 
rector, officer, or employee" to the list of individuals covered by the 
conflict-of-interest pi-obibitions of section 208 of the Criminal Code, 
This section of the code prohibits any covered employee or official 
from participating personally and substantially in any matter in which 
he. or certain persons or entities i-elated to him, has a financial inter- 
est, unless he first makes ii full disclosure to the official who appointed 
him and i-eceives appropriate clearance in advance. 

In principle we have no objection to this propasal. The Board of 
Governors has, since the inception of the Federal Reserves System, rec- 
(ignized the need to assure that the liighest standards of personal in- 
tegrity aiT observed, not only by Board officials and employees, but 
by alt those associated with the System. As early as 1913, the Board 
stated that— 

It has always entertained tbe view that no ilirector i>r officer of a Federal Re- 
Kervo liank shonld i)erniit his cnniiw'tloii with the Imnk in be iiaetl In fni-theriiifc 
his private liusiness or the interest of nnj- eorporatimi with which be maj be 
associated. 

The liojud has reiniested the Reserve Banks to distribute to their di- 
j^ctors. officers, and employees the Code of Ethics for Government 
Service, and it has asked each Reserve bank to adopt rules on em- 
ployee i-esponsibilities and conduct comparable to those adopted by 
the Board itself in furtherance of Executive Order 11222, These rules 
constitute a broad prohibition of conflicts of interest. 

White we thus concur with the principle underlying this proposal, 
we are disturbed by its discriminatory natni-e. I believe that there are 
many positions compaiTible to those of Reserve bank directors that are 
not now cohered by section 208 of the Criminal Code. The directorates 
of the Federal home loan banks is the example that comes to mind 
most i-eadily. If Congress is to consider extending the criminal pen- 
alties for conflicts of interest, it seems highly inappropriate to do so 
by singling out one group as a special target and without benefit of 
some deepei- study of the pi-oposal. ' 

If such a study were undpi-faken, consideration would need to be 
given to the unique status of Reserve bank directors in the structure of 
the Federal Reserve System. The Federal Reserve Act provides for n 
balancing of economic interests on Re~serve bank boards — lenders, bor- 
rowers, and public rej)i-esentatives. Directors are required by the act 
and by their oath of office to administer the affairs of the bank "fairly 
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and impartially and without discrimination." The legislative history of 
the act indicates clearly that Congress viewed class C directors as 
having a responsibility, as "representatives of the United States," to 
insure that this requirement of impartiality was carried out. The 
Federal Reserve System has been untouched by conflict-of-interest 
scandals in its 64 years of existence, and we certainly have the power 
to deal effectively with misconduct — even to remove officers and direc- 
tors — ^if any such thing should occur. In light of this, and particularly 
if the Board of Governoi-s appointed three additional public repre- 
sentatives, it is verj- doubtful that section 5 of the present bill is at all 
necessary. Not only that, there is at least the possibility that specific 
reference to directors under the Criminal Code would diminish the 
ability of the Federal Reserve banks to attract highly qualified citi- 
zens to their directorates. 

We urge the committee to move very cautiously on section 5, not only 
for the above reasons but also because of what appears to be a technical 
flaw in drafting. Subsection (b)(1) of section 208 of the Criminal 
•Code provides that the Government official responsible for the appoint- 
ment of another person covered by the code may permit that person 
to participate in a particular matter where the person's interest in 
the matter is not sufetantial. It so happens, however, that the Reserve 
Bank directors in classes A and B aie elected by member banks, so that 
there is no appointing official in their case. The obvious, but perhaps 
unintended, discrimination against those directors should be noted by 
the committee. 

In summary, the Board supports enactment of several provisions of 
this bill. We believe, however, that the objectives of the quarterly hear- 
ings on monetary policy can be best achieved by retaining the tested 
language of House Concurrent Resolution 133, We urge the commit- 
tee to drop the provision of the bill relating to "lobbying" because it 
is unjustifiably broad and of doubtful constitutionality. And we also 
urge the committee to study very carefully the implications of amend- 
ing the Criminal Code before taking any serious legislative move in 
such a direction. 

The Chairman. Thank you very much. Mr. Chairman, foi- your 
support of many of the provisions of the bill and for your suggestions 
as to certain technical coirections which ought to be made. Inciden- 
tally, I have noted them and in at least two instances. I think you 
are dead right. I intend to propose perfecting language. Thii"d, in a 
number of cases, you disagi-ee wiith the bill. Xaturally, that is what 
I want to talk about, particularly the bill's provision for quarterly 
dialog, where you say again and, by your conduct in office have demon- 
strated it, that you agree with the principle of House Concurrent 
Resolution 133, but that you think that House Concurrent Resolution 
133 is about right when it requested of the Fed their quarterly prog- 
nosis on proposed monetary aggregates. 

Jfow in the bill before us, H.R. 8094, the bill's author goes farther 
and also asks the Fed in its quarterly dialogs to enlighten the banking 
committees on, and I quote, "anticipated monetary velocity," and also 
on "estimated levels of interest rates." 

It is those two I want to talk about. On "anticipated monetary 
velocity," it seems to me it really isn't very helpful to tell us what 
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your Mi, Mj, and M-infinity projections are going to be, if you doni 
tell 118 what your thinking is on velocity, Mx V=GN'P, So it seems 
to mo it does not. do us much good to get an "M" if the "V'' is not dis- 
closed to us. 

Now I know tliat "V" is a matter of guesswork, but we would be 
greatly lielped next Friday, for instance, when you are before ui. 
by having your viows on what is likely to happen to velocity. 

I would think that you could give us a lot of material from the 
Fed's staff about the futui-e course of NOW accounts, economiziii| 
on balances, and all of the things which make for velocity. That is 
all the "anticipated monetary velocity" asks for. We aren't asking for 
you to do a King Canute, and ask that velocity go in a particular 
(lire<'tion. In fact, you have given us your expectations many times, 
to our gi-eat pleasure and profit, WTiat is wrong with "anticipated 
inonctary velocity"? 

Dr. liuBNS. I have commented generally on expectations for velocifT 
many times. T shall do that again, on Fnday, when I am here. I -shall 
confinuti doing that and will respond to the committee's questions in 
this area, to the best of my ability. But that is not the provision in the 
bill liefoi-e us. 

'I'lie provision in the bill requires the FOMG to reach a decision on 
velocity. 

The CirAiiiMAN. Let mo make it clear that that is not the intention 
of the ])i]l. to i-eqiiire the FOMC to mandate a velocity. That would be 
1111 iibwiirdity. 

What we want to know is what is in your mind on velocity. For 
inKtiince, if you come in with a low projected monetary aggre^te, but 
any that you expect a continuation of a hyperthyroid increase m veloc- 
ity, then iill would l>o undci-stood. or vice versa. 

I)i'. Bi'itNK. Mr. Chairman, I have no objection to writing into the 
bill tliat the chairman should testify at the quarterly oversight hear- 
ings as to his views on monetary velocity — no objection whatsoever. 

The ('iiAiKMAx. Fine, then it turns out that at least your mind and 
my mind are niet on that. And I think, by appropriate language, we 
can make Ihat clearer. 

Let me then turn — I hope with equally good i-esults— to the next 
one, 

Mr. AtiCoiN. Kxcuse mi>, ilv. Cliairman, T can't hear the witness, 
r wonder if someone could tiini up the power of the microphone! 

The ('ii.viHMAx, liy all means. Perhaps, Dr. Burns, you could speak 
a little closer to the mike. 

We now (uni to estimated levels of interest rates. There, you say. 
"Oh. no, we couldn't give you our informed judgment on that, he- 
cuiis;!' it would rock financial markets," Well, did it rock financial 
mui'kets last Fobruaiy 2 when Treasury Secretary Bhimenthal testi- 
fied that, and I quote, "any rise in interest rate for 1977 will be quite 
modest"? Or when Director Lance testified to substantially the same 
effect on the same day? 

Acain. all we are asking is that the Fed get away from its exclu- 
sively monetary preoccupation, and think through the implications 
of a particular monetary policy, and particular movements for inter- 
est rates. 
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The administration has to do it. How else can it determine what it 
18 Spii^ to have to pay on the national debt 1 

Dr. Bttrns, I can assure you that we devote an enormous amount of 
attention to interest-rate iJehavior, actual and prospective. But that 
isn't in question. The question is the propriety of having any member 
of the Federal Reserve System, which has such a large role in this 
area, speak out publicly on the issue. 

I never have ; and I hope you will not put the Federal Reserve in 
the position of my, or anyone else, having to do so. Because if you 
did fiiat, you would be asking Federal Reserve officials to do something 
that would at times mislead — and perhaps mislead seriously — the 
financial and the general public. 

I consider that immoral. I don't talk publicly about the stock 
market. I don't talk about interest rates. And I don't think we at the 
Federal Reserve should. 

Now, if the Secretary of the Treasury, or the Director of 0MB 
wishes to do that, or if any Member of the Congress wishes to do that," 
(hank the Lord we still have a free country. The Federal Reserve, 
which has such a large responsibility in this area, should not be put 
in the position of having; to do that. 

The CnAmMAN. My time is up. 

Mr. Ashley? 

Mr. Ashley. No questions, at this time. Mr. Chairman. 

The Chaikman. Mr. Stanton ? 

Mr. Stanton. Mr. Chairman, I would like to make some general 
comments concerning the Federal Reserve Reform Act H.R. 8094. 

It seems to me, Mr. Chairman, that at this moment we have come 
to far too fast on an accelerated track, that brings this legislation 
before the full committee without the advantages of subcommittee 
scrutiny. 

It arrives at a time when the fnll committee is in session at 10 a.m. 
in the morning, and Members' attention is directed toward the farm 
bill, and black limg legislation, and the minimum wage, and the energy 
bill. 

Mr. Chairman, this refonn i)ill^yoHi- bill — needs much improve- 
ment. I i>ersonally think that some of its sections can be refined, and 
hopefully that most of the bill can l)e put into law. It is my pei-sonal 
sugcestion. Mr. Chairman, that thought be given to postponing the 
markup of this legislation until |>erhaps next week, at the earliest, 
or preferably nntil September. 

At the moment, it is my honest opinion that this bill reflects only 
your pers<Mial view. If you should insist upon a bill in the next 24 to 
48 hours. Mr. Chairman, you would probably be forced to call a hurry- 
up meeting of the Democratic caucus, of the members of our com- 
mittee. If you have the same lurk that T do. about half the members 
will show up. And, Mr. Chairman, they would be asked to act without 
the full benefit of being able to reflect upon what the chairman has 
iust said, to act without the benefit of hearini;;— which I would like 
to have heaird from — the present Secretary of the Treasni-y on this 
lejislation ; and last. T think they would be asked to net, -regrettably, 
in a partisan atmosphere without the input of members of the minority, 
and some of whose views I think they respect. 
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Mn ("hnimian. during the middle of the week, the minority whs 
askfd if flicy wanted any witnesties for this legislation. If they so 
indifatotl. only ifonday inorninji wa? available. 

We appreciated this offer. Mr. Chairman, and regrettably none of 
our witnesspK eonld make it. on this tight time schedule. Some of those 
who e.xin-essed an iiitei-est to Ix" heanl inoluded two fomier Democratic 
Seeix-taries of the Trensui'i", i-enowned economists, and a former Chair- 
man of the Feileml Reseive Boaid, 

r personally think that alt of the meml>ers would have enjoyed the 
input from these pai-ticniar witTie.«ses. >[r. Chairman, this legislation 
can lie bipartisan. 1 would like tn at least attempt to make it such. I 
would i-espectfnlly suggest tliat perhaps instead of a bipartisan party 
caucus, that we have later on this week o[<on discussions on diflferences 
in this legislation. 

Perhaps in early Sqitember we can conn> up with a true bipartisan 
bill. We can coi-tainly only try — and 1 think. Mr. Chairman, that any 
other appi-oach is Iwlow the high standards which the public lias a 
right to expect from t his excellent committee. 

The CiiAiKM.VN-, Would yon yield, iusi brielly t 

Xfr, St.vxtiix. I would W li!ii>|'y lo. 

The CiiAiBMAN. 1 n'spci'f very miuli the tone and the substance of 
what you said. Mr, Siauton, Nuthing wiuild please me more than to 
extend the time on Hiis. Hut I inusi i»oini otit that this bill has been 
K'fore us for moie tlum ;i numtli ; th:ii it has l>een the subject of hear- 
ings: and thai we have, from the iK'srinning. invited the minority to 
bring in any witne.-isesil wants. 

T also wrote the President mon> than a month ago inviting comment 
f ron) the administration on it. No connuent, one way or the (rther. has 
Ix-en foitlicoming. 

What sticks in my mind is the reason for onr schedule, which in- 
I'hides an executive session tomorrow on the bill, is the simple fact that 
Speaker O'Neill has laid it down lliat bills not ready for Rules Com- 
mittee ciuisideratiou prior to the .\ugu-st recess, by l»eine reported out 
of committee, can't be taken up this year. To let this whole matter go 
over t o anot lier yea i- seems t o me a piKir t nuleoiT. 

Therefoiv, 1 renew niv willinirucss to promptiv hear witnesses, but 
really 1 think we have to si ick to our sihe-lule. But T think the gentle- 
man for his statement, 

Mr, Stwtiin. Mr, (^li airman, someone put here Wf ore me this morn- 
ing an article in the Wall Street .loninal. and T assume it was this 
niorninu:, by l.indlev 11. Clark, Ir- which pertains to mostly title I of 
this bill, and I would ask unanimous consent to insert it in the record. 

The Chairman. Without objection, it is s<i ordereil to be inserted 
right at this i^^int in the ivcord. 

[The aiticle from the Wall Street dournal referred to bvOonfEres- 
man Stanton follows:] 



luiley H. fliirk, Jr. ^ 



J Heu^^> ItniikEiic I'omiiiittee will he eonUnnins btat- 

i^::i.vniT"s Irtii's: Ui;ls!,-):iv,. inspirit Ion. If by MMue 
:-.s i-.i->;:0!i slunilil make its way thmufA Coa^nea if 
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Mr. Reusa'a bill auperflcaUy resembles the coogresElooal resolution that, for 
more than two yeare now, has Induced the Fedfral Reserve System to announce 
to Congress — and the rest of us — its target rates for the expansion of the money 
supply. Actually, the bill and tlie resolution are totally dlfTcrent. 

Tlie RensB bill carries a lot of extra damage that may divert attention from Its 
real Intent. One section of the bill, for instance, provides for Senate confirmation 
of the Federal Reserve chairman. Many people, I suspect, will be surprised to 
learu that the chairman Is not now confirmed by the Senate, and it's hard to 
imagine anyone getting very exercised over the point. 

Another section provides that the directors of the various Reserve lianks could 
be Just about anybody of good repute. Now the directors are supposed to '"repre- 
sent certain occupational groups. Once again. It's hard to Imagine anyone getting 
very worked up about that proi)OHed change, 

A couple of sections of the bill, however, may Ije what one congressional staff 
memlwr callB "flak-catchers." Tliey deal with lobbying and conflict-of-interest 
matters. In those areas everyone Is foursquare for virtue, liut he may differ from 
his neighbor on where virtue lies. 

It's the heart of the bill that sounds so much like tiie 1975 concurrent resolution. 
To start with, it requires the Fed to conduct monetary policy to promote maxi- 
mum employment, production and price stability. It also calls for the Fed to 
report on Its progress at quarterly hearings alternated between House Banldng 
and Senate Banking. Who could argue? 

Then Mr. Reuss really gets Into his can of worms. At these quarterly hearings 
the Fed would l*e expected to report on its proposed monetary aggregates. Not 
the rate of growth, mind you. just the actual size. TTiIs could be an Improvement, 
since the Fed now keeps shifting the base as it sets jiercentage targets. 

Next the Fed would i>e expected to report the "anticipated monetary velocity." 
It's bard to imagine what would be gained by writing such a requirenient Into 
law. Velocity determines the Impact of a given growth rate of the money supply, 
and any talk of a monetary target has to deal with the subject. 

Third, the Fed would, in effect, have to announce interest rate targets. A great 
many people in Congress mistakenly l>eUeve Itie Fed can set interest rates Just 
about where it i>leases. This provision would set the f^tage for the sort of unedify- 
ing arguments we've lately heard from BudRet Director Bert I.anee. High interest 
rates are largely a function of high Inflation ; the Fed has problems enough with- 
out giving It this type of help. 

Finally, and most mysteriously, the Reuss bill would require the Fed to tip 
off the lawmakers on the proposed composition of its portfolio. 

It would be easy to write off all of this as an esercise In futility, which I hope 
It is. But the Reuss- Lance assault on the Fed has plenty of support. The current 
business recovery is well Into It.s thlnl year, an awkward age for business 
recoveries. 

Continuation of anything like the strong growth rates of the past 6 months 
would quickly pusli the economy Info a new inflationary explosion — and a subse- 
quent recession. Fortunately, the economy already Is slowing down. A year or 
HO of relatively modest growth rates could be a good investment in prolonging this 
recovery. Current congressional critics of the Fed might recall that many of 
them face an election next year. 

Economic conditions can cause Congress to do unusual tilings, sonu' wise and 
some otherwise. When the monetary-target resolution went through Congress, 
the country was Just beginning to emerge from a deep recession with a still 
frightening inflation rate. The resolution's supporters told the lawmakers that 
monetary targets would help to reduce the iuilatlon, as Indeed they have. 

It was an unusual parliamentary exercise. Concurrent resolutions have no 
legal force ; they merely express the views nf Congress. Some observers wondered 
whether the Fed would simply choose to Ignore the resolution. 

In the event, of course, tbe Fed has gone along with the resolution — qultely. 
If not cheerfully. Chairman Arthur Burns still harbors doubts about tbe slgni- 
flance of all the M's, but he is also sensitive to the pressure. This time some of 
the pressure was from inside the Reserve System and not merely from the 
monetarist-oriented Reserve Bank of St. I-oufs. 

There Is some uncertainty as to whether the resolution Is still in force — to the 
extent that a nonblndlng resolution ever can have any force. Since the resolution 
was approved we have in effect elected a new House of Representatives ; Is the 
new one bound by the views of its predecessor? 

None of the questions about the resolution's status have been raised — imb- 
llcly at least — by the Fed, the agency chiefly involved, ('hairman Burns Is sched- 
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nled to appear before Mr. Reuses c«iumttte« today with bis rlews on the bill. If 
Congress does notbing. Mr. Burns and his i^ueressors. if any. presiunably wonM 
8<i on reporting weU into tbe 21st Century and even beytmd. 

So why do anytbing? Mr. Reuss. like the rest ot us. knows that the economy 
could use lower interest rates — to encourat;e business investment and to Etlmolale 
homebnilding and btiyiug. So he wants the Fed to play tooth Cairy and put tbe 
lower rates under our iriUows. 

It isn't that easy. We are stnck with an evxiuomy that is bypersaisatlve lo 
inflation. The Fed could lower short-term interest rates for a while hy pouring 
more money into tbe economy. But that "while" wouldn't last very long. Soon 
the icoreasing fears of inflation would be driving up both short and long rates. 

Mr Reuss and his committee are s*-heduled to get together tomorrow to mart 
up .'^me sort of a hill. If they insist nu doint; something they mi^t substitiite 
the wording of the existing resolution for the chairman's mishmash. Monetary 
targets are a flne idea, but Mr. Reuss's proposal misses the mark. 

The Chairman. Mr. Moorheail f 

Mr, Moi-BHF-iP. Thank yon, Mr. Chairman. 

Chainiiaii Buitis. at page '> of your lesiimony, you say that on oc- 
casion it i? a]»|iropriaie tliat you si>eak for the FOMC. or for the 
Board, ami ^oi.ntinies ju~t for yourself. Do T understand, from the 
fii-st senteiuf in ymir testimony, that tho testimony todav is not I'ust 
that of Chairman Burn?* but al?o the testimony of the federal Re- 
>ervi' Board ? 

Mr, Burns. That is correct, 

Mr. MiNiRiiHAD. You, and the chainnaii of the committee, seem to 
havi— ami I have liftcned to yonr exchange — apreed on Iiow the mat- 
ter of velocity can he handled. 

Are yon j^lii'akinp for the Board in this instanced 

Dr. iiritNs. No: I am ^ix-akinp for niy.'solf. 

Mr. M(HiitiiKAi>. TIh'iv ^eenis to lie no fonn of apreement on even 
general discussion.* ahont iTitcn'si rates. Is that correct, sir? 

Dr, Bi'Rxs, We can ha\e very extensive discussions about past- in- 
terest rates, very extensive diwussions abotit current interest rates 
and very extensive philosopjiioal discussions alioiit interest rates. But 
yon will never pet a forecast com-ernine inteivst rates out of me. imder 
any liicnmstamvs. unless you reipiiiv it by law — and that would pose 
a very difficult moral question for me. 

Mr. MooiiHKAn. Ton have testified — <ir you have said that mortpape 
interest rates wciv pcnerally declininp. That is as a factual statement 
asoptJostnl to a pn'iliction;isthat cornvi i 

Dr. Hi HNS. I am open to ipiestioninji — unliniited questioninii— 
alHMit iiileii'sl nito behavior in current markets, or in the more recent 
pn.-it, or ill tho tnoiv di'^tmit past, or to philos<^>hieal questions about 
interx'st rules and iheir role in the economy or about the behavior of 
interest lates abroail. In fact, 1 wish you would ask me questions 
about interest rales abifiad, paiiicularlv in T^tin America, in Areen- 
lina. and Chile. 

Mr, .MoiaaiKAii. Verv well, lei's start with vour cJ>ser\-ation about 
inteivst niles in Kuropc. an.l what clfect von would think that might 
have on inteivst rales in the rniled Slates." 

Dr. ItinNs. Inleivsl rales in Kumpe have Imh'u declining generally 
nnenlly nnl rapidly, bnl lliey have been declining. As to the effect 
upon inleresi nili-s in the I'liiled Stales, our interest rates also have 
been deilining genertilly in the lonp-lerm market. Our interest rates 
in our' shini term nuirUel are higher now than they were several 
months ago. 
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I I wouldn't expect interest-rate movements abroad to have any ma- 
I terial influence on interest rates here, in view of the modest interest- 
rate movements that have oc<'urred internationally in recent months. 
I Dr. MooRHEAD. On page 3 of your testimony, you say that : "par- 
■ ticipants in financial markets * * * make use of * • • clues," whatever 
clues they can pet. And it seems to me that the basic philosophical dif- 
ference might be that those in the iinow can read the chies. but the 
general public can't. 

Dr. Burns. I don't know what to do about that. It's just a fact of 
life that some people know more than others. Some people ai'e more 
intelligent than others. Some people ai-e able to act quickly on the ba- 
sis of what they know or think, and others are slow in responding. I 
don't know what we can do about those differences, and I am not sure 
one ought to try very hard^ — at least in this area, 

Mr. St.vjiton. Will the gentleman yield ? 

Mr. MooBiiEAD. I would yield. 

Mr. Stanton. Yes; I just wonder if we could get unanimous con- 
sent to go over and come back. It that OK ? 

Mr. MooRHEAD. The chairman. I believe, went over to vote. 

Mr. Stanton. Well, let us all go. so we can get back to hear the 
testimony. 

Mr. MooRHEAD. AH tight, the committee will stand in recess, as 
briefly as possible. 

[Brief recess.] 

The Chairman. The committee will be in session, and the Chair 
recognizes the gentleman from Texas. 

1ft. Gonzalez. Thank you, Mr. Chairman, and also, thank you. 
Cliairman Bums, for once again taking time and sharing with us the 
benefit of youi- vast experience and great wisdom which I have always 
felt personally very grateful for and wish to compliment you on, 

I did not know what the time schedule would be on this bill until this 
morning, so it looks as though it will be accelerated; and therefoi-e, I 
would like to ask a question. 

On page 3 of the bill, section 4, the lobbying conununications with 
regulated institutions, as I understand it — and I did not know this 
when we had preliminary discussions — but as I undei-stand it, the in- 
ternal regulations of the Board provide for employee responsibili- 
ties and conduct and I think the specific matter is covered by your 
regulations and contains a prohibition against lobbying with appro- 
priated funds. 

Now, how are these regulations enforced, and do you feel that we 
should extend this particular section statutorily in order to cover 
what it seems to me you may have already provided for in your regu- 
lations ! 

Dr. Burns. I must say I think we have strict regulations. These 
regulations do not address the question of what our Directois say to 
Congressmen. There is nothing that I know of in the guidelines we 
have laid down that directs our directors not to talk to their Congivss- 
men about banking legislation in which we have an interest. 

We have taken the view all along that our directors are part of the 
Syste-m, that our directors are also citizens, that Congi-essmen are in- 
terested in learning the thinking of their constitutents, and that it is 
Xxp to our directors to communicate their views or not, depending upon 



.yGoogIc 



70 

what they want to do. We see no reason for limiting them in this arei, 
as section 4 wonid do. 

Mr. GoNZALKz. I had misgivings. In fact, the original phraseology 
was a little different, because I agree with you ; I think there, is no way 
we can, by legislative fiat, suspend the constitutional privilege of i 
citizen to petition for a redress of grievances and make his view? 
known. 

But I was tliinking in terms of what, in the discussion it seemed is 
though the thrust of the intent was to try and limit any longtime 
activity of an employee, not necessarily a director, even though the 
language of section 4 does include directors. And I was interested to 
discover that yon have a regulation in your own Federal Reserve regu- 
latory system. 

Or. Bi'Rxs. Yes; we <lo have such regulations, and. to the best of niy 
knowle<lge. they are observed scrupulously. And I think it is an im- 
pressive fact that the Federal Reserve System has been in existence 
since 1913. yet there, has never been any scandal involving the Federal 
Keserve. any of our directors, any of our bank presidents, any member 
of tile Hoard, or any of our officers. 

X sec no need for singling out the Federal Reserve for special treat- 
Dii'iit. Tlii'n" svcni? to \x' an implication in this bill that we have been 
wrongdoer'^. 

Mr. Gos7..\j.r7.. Well. J, of course, am not familiar with all of the 
record, hut Idon't vecail iiny instance where you have it. 

Another matter in nil of this, though, it looks as if we are acting in 
determining fiscal and monetary policy — a country individually is its 
own master; whereas, from what has happened and the other discii)!- 
sions that you had. it seems as if we are, in a way, subiect to forces out- 
side of our territorial limits in other countries. Andldont see that we 
arc taking into consideration here, 

T think that when we kind of talk about how we can determine 
velocity, interest rates, and all. we forget about the interrelation that 
we have now in the world, where the impact of what is happening in 
Europe will impinge upon us. 

.\t this moment, the dollar has been recorded as being under very 
severe pressure : and T can't see how. if conditions go a certain way, we 
wouldn't Ik- confi-onting a repetition of what we were troubled witV> 
ahont 7 years ago. 

And T notice that there was a policy pronouncement by Secretary 
Blumentlial to the effect that, regardless of those pressures, the Gov- 
emmenl was not thinkinsr of intervening in the foreign exchange mar- 
kets to bolster up the dollar. 

Xow. isn't that an integral part of what would impart our discnssior* 
hei-e; and do you have anv comments about the wisdom or lack of wis- 
dom about this expressed intent ? 

Dr. Brnxs. T can only speak for myself and. T think, for the Board. 
We are deeply concerned about the dollar. If the dollar depreciates in 
foreign exchange markets, that releases forces that tend to raise our 
price level. There are also serious international implications of a de- 
preciation of the dollar. 

^Yhon the dollar depreciates in foreign e.\change markets, millions 
of individnnls around the world and banks around the world— includ- 
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ing central banks which treat tlip dollnr as a basic store value— all of 
these people around tlic wor]<i citlier are eiiibniTassed or have difficul- 
ties. And we. have, as a nation, a. jrreat responsibility to protect the 
intefrrity of our money, not only domestically, but also internationally. 

We carry a burden ; we may not like it, but wo must discharge our 
responsibility to the best of our ability. 

Let me say this : To the Iwst of my knowledfie. LSecretary Blumen- 
thal's thinking on this snb}(-<-t has been misinterpreted by the press, 
but he will have to si>eak for himself. 

Mr. GoNZALKZ, My time is up. Hut thank you very much, Mr. Chair- 
man. 

The Chairman. The gentleman from Michigan. 

Mr. Brown. Thank you, Mr. Chiiiriuan. 

Mr. Chairman, standing out. be<'!Uisc of its absence, with respect to 
this legislation is the testimony of tlic present iidministration. Neither 
Secretary Blumenthal, Mr. Lance, Dim'tor of OMIi. nor Dr. Schultze, 
Chairman of the Council of Ei'oiiomic Advisers has apparently seen fit 
to appear and testify or to come out sinmyly in support of this legis- 
lation. 

In fact, do you know of anyone of prominence, who is versed in the 
theory and purpose of the Fe<lcnil Reserve System, who has come out 
four-square for this legislation ? 

Dr. BtTHNs. I find it difficult to answer the question. I have been con- 
centrating on j)roblems of our e<'onomy aiul our financial system and 
on certain legislation, and I hiive not followed the thinking of otjier 
people at all systenuitically. Therefore, my testinmny with regard to 
your question would not Iw of much vnlue to yoti, 

Mr. Brown. Well, one of the reasons I ask is, the chairiuan of this 
committee, earlier in liis remiirks. talked id>out Secretary Blumenthal 
and Mr. Lance and others who have miide stiitemonts, and expressed 
opinions with resiwct to interest rates and other things; but still have 
not commented upon the value or the dcsinibility, and so forth, of this 
legislation, 

I was interested in hi,s suggestion that, l«'cause these people — Secre- 
tarjr Blumenthal and Mr. Lmiee and Mr. Schultze and others have 
testified about ONT. economic growth, interest rates, and so forth — 
that because they have issued siK'h slatenuMits and nmdered sucli opin- 
ions that therefoiv, almost axioniaticallv, it is perfe<tlv all right for 
the Chairman of the Federal Reserve Himn\ an<l memlKM-s of the Board 
of Governors to make such statements and expi-e.ss such opinions. 

Apparently, he nmkes no distinction between the sulwtantial differ- 
ence, m fact, absolute distinction iH'tween the direct impact that the 
statements of those gentlemen or any one of them can have on intei-est 
rates vis-a-vis statements by memlHM-sof the Board. 

Not one of those gentlemen can affect interest rates ; nor doe.'; anyone 
expect them to lie able to atfwt intei-est rates in the direct way that the 
Board of Oovemors can. 

So, to suggest that, lierause they have spoken out in these ai-eas. that 
therefore it is entirely appropriate for you to speak out in these areas, 
I think just oversimplifies, if not suggests ignorance of, the differences 
between the two. 
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Mr. (^hairnian, you ha\'e not, in commentinjj upon the first section of 
this bill, you have not really addressed a point that I think is signifi- 
cant. It may be a matter of semanties, but a difference, I bolieve. ifouse 
Conffressional Resolution 133 talked about the Chairman, the Board, 
the System "consulting" with the Congress. This legislation says that 
you shall "testify" with respect to these different areas. 

It seems to me that the obvious import of the change in that lan- 
guage is to require you to be much more specific, direct, and so forth 
in these areas than House Concurrent Resolution 133 contemplated. 
And so it is not only that the area of, and the things', that you would 
express opinion about, are expanded, but really, the nature, it sems to 
me, of what you are expected to do has been tightonsd. 

Maybe you might care to comment. I don't mean to ask questions 
that primarily make a statement, but I would appreciate your cwn- 
ments with respect to that. 

Dr. BuiiNs. I think your obseivation is a fair one. Also, House Con- 
current Resolution 133 contained a very important sentence reading: 

NothlnE in tlils rpsolution slinll be interpreted to require that such ranges of 
Krowth or diminution Iip Ufliievwl if the It<mr«l of Governors and Open Market 
Committee determine that tliey cannot or sliould not be achieved because of 
changing rondltlonH. 

I think that is a critically important part of that resolution and 
that it helped to define the nature of the dialog between he Federal 
Reserve and the two banking committees. The present bill does not 
contain any such sentence or safeguard. 

Mr. Brown. Mr. Chairman. I would like to pursue this with you, 
but time has expired. T would just like to say I appreciate your appear- 
ing before us this morning. 

The CirAinsiAN. Mr. Hanley. 

Mr. Ham-fy. Thank you, Mr. Chairman, 

Dr. Bums, as always, it is a pleasure to have you with us. I am 
deeply appreciative. 

To go back for a moment to the colloquy between you and my friend 
Congressman Gonzalez, as it related to section 4, and your apprehen- 
sion about the provisions of that section, certainly you do make a num- 
ber of points that are salient and certainly deserving of consideration 
by this committee. And in an effort to sharpen the section, perhaps it 
might be. useful for you to explain to the committee exactly what 
types of communications have existed between the Federal Reserve 
Board, the Federal Reserv-e banks, the commercial banks, and busi- 
ness interest regarding the legislation. 

For example, would you provide us with the specific information on 
the communications, both oral and in writing, which occurred on the 
e,fforts in 1074 and 1975 to provide for an audit of the Federal Reserve 
System? Would you provide us with the same information on the 
"Sunshine"' bill which passed in li)76, and exactly what steps did you 
and other personnel in the Federal Reserve Systeni take to influence 
these two pieces of legislation ; and as you can surmise, the concern of 
the committee relates to whether or not the Fed is really acting in con- 
fonnance with the overall act which forbids lobbying by the admin- 
istrative agencies M-ith money appropriated by the Oangress. 
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If I could go just Olio bit fnrUicr, prior to yom- i-esponsc, of par- 
ticular interest are tlio minnto^s of tlic Chicajjo Fed which show that 
President Mays rcqucsfed each diiTctor to iimke wliatevcr calls Koemed 
natural in order to increase kihij)oi+ for the Fcdeial Kescrve position. 
When the "Siiiiahine" bill was up, the Imnk's executive secretary was 
told to follow up with each director the followinfr day to pee what 
contacts had been made. 

Well, as I see it, certainly all of um would ahhor. for instance, any 
action taken by the Federal Power CommiHsion, were it to enlist the 
assistance of utilities or the in] industry to influence a j)iece of lej;- 
islation under consideration by tJie Conpresw, 
Dr. Burns? 

Dr. Burns. Let me he as factual as I can. I know that you function 
under a 5-minute rule, but I would love notliiut; Iwtter than to have 
you ask me questions in this area for au hour, or ii, oi- ;{, or for a full 
day, because by that time, I think you would have a thorough and 
dependable answer to your C[uestions? 

Now you want to know aI)out the contacts that we have with those 
whom we repulate. We have no contacts with hankers, as bankers, 
to the best of uiy knowledge. We do have some ctrntart with our own 
clirectors, some, of whom hapiH'ti to Ik- bankers, as specified by law, 
ftnci who naturally have an interest in (he institutions which they 
a^rve. That is point 1, 

Point 2 is tliat meeting of directors are held by the New York and 
•Son Francisco Banks about every 2 weeks and by the other banks once 
^k. rnonth. Now that would mean iifi nieetiufrs n year for each of 2 
tkanks — that's 52 — plus 120 mectiiifis of the other banks makes a total 
of 172 nieetinps a year for the 12 Reserve banks. 

Next, another factual ])oint. Mr. Keuss was (jiven the minutes of 
Heserve bank Itoard meetings for ;t years, s<» tliat he had the ina- 
t«jrials before him covering 172 mwtings times— tluit is r>W occasions 
"for reports in our Hoards of Directoi-s minutes. Now. what did he 
locate! 

ITe located one item in the niinufcs of the Boston Heseive Bank. 
He located three items— you referred to one of them. Mr, Hanley — no. 
four items in the Chicago Bank, hikI one item in the I'liiladelpliia 
»Bnk. 

So out of the .^>lf) |>ossibilities. '> items turned up. There was no 
item whatever for of our 12 hanks. 

On the basL" of this evidence one would have gieat difliculty in sus- 
taining the charge that our Imiiks boanis involved themselves "iuten- 
Kively" in communicating with Memlx'rs of the Congress. 

Actually, let me say this: I wish they wouhl involve themselves 
more. What is wrong with people who are knowledgahle, who have an 
interest, talking to tlieir Cungressmen i Doesn't every one of you talk 
t<) bankei-s. to industrialists, to lalxirleadei-s'i 

Mr. Hanlkv. Dr. Burns. If I may, that really isn't the point, and 
certainly we don't want to deny any individual his or he i- constitutional 
rif^t. 

1 think what we are frying to determine here is whether or not 
there has been a deliberate and orchestrated effort to influence 
legislation. 
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Now liit'iiifi liiwk to t lie scvpnil instnncp:* that yoii mentioned, I thin l ^^ 
you will iifri'ff (lint llii- initintcs ivciv iiiclpod very sketchy anc^^R 

\)r. HtirsK. \(nv jiisl ti Tiiirmto, Von sav thev wei-e "incomplete;' ^^^ 
von don't know tl];i(. 

Ml-. Ham.kv. Well. I l-'-rt., .HflVr with yon. 

I)i. Id riNs. \Vli!il i- liir luisi^ lor thiil jndjjmont concerning th^ -<~^s 
riiiiuili-s? 

Mr. IIani.kv. Voii have mail)' ivfoivniTs to bnt three or four in- .*"»- 
sliini'cs 

l)i'. hrriNs. No; lln-w iiiv Mr. KcussV i-eforencep. not mine. 

Mr. II.\M,i;v. Woiil.l you n<ii ajirce as i rolcindle my observation or «i:>ol 
lliis iv|>oit, llicy wiMvn'i J.'lailcil at all. They were ve"rj- sketchy. Burx ^i]' 
till' riicl llnil tlii'tr tnv llirof or four very ronchisirc parts here in thisi-*'; 
IcMliinoriv thai llicri- was ri'allv an oix-lu'sinition on the part of anthori -«: '^■■' 
lies of Hi,- I'Vd li'ads ns to U'lievi- that possiI.lv this has been a proce f^-^e 
dun-, .\ndof r..nr-.-if ii !ia>.. th.-ii (li.- int.'nt of'this legislation is to ge" ^-^^Tp' 
at that, ami .rnninly lo make it i-li-ar th;)t the law has been vioiateo '^^^''^ 
ill tllepa^t. 

I>r. lUi!\s. Von onirlit to know, Mr. llaTdoy. that no such la\^-^ "" 
lias Imh'ii violaii'd. for ino ohvions reasons. First, the law refers to th» M^^ 
ns»» of .■ippn>pritilcd t'iir..ls: the I-Vdenil Kesi>rve does not rely on "ap ^^3*' 
propriateil fiiiuls." 

Tlu' sivoiid point is thit Keih'ral IJest'rve fnnds, unappropriated^ '*- 
fiind>, ivtMV not iisi'd not oven 1 ponnv. AVhiit are we talking abou' -*' *" 
hoiv t 

Mr. 1I,\m.i:y. Woll. liion. tliat heiiiL'thiMase. that perhaps opens up^^^-^ 
another aiva that ihe .■oinniitttv shonld iret involved inr That if th^^ -*^ 
inicnt of l'i'n;:ivs> i- .irininvini.'d liy iho nse of the Fed's owr *^ 
fnnds- 

|lr, U\ K^s. Itni 1 linve insi indii'ati-d that we have not used any ©•^ 

"I'lif ("ii MUM \\. '\']w iri'ntlfnian's tiiiu- h:is expired. 

Mr. Neal : 

Mr. NrAi . lliank von. Mr. Ohainoan. _^^ 

W. lU !;\s. M:ix I have one vv,»rd r Mr. llauley.you and I have tositrr=^^ 
d.'wn i'.'r I'.n o\!!-;i :i.>iir. or -'. or :!. !v>:U'.m' I woidd like to pursue**"^ 
yoisr .ii;i'>i:o:i<. I anpivoiaTo voiii' intetvst. hiu yon are up the wrong- 

\iv. ll,\Mt:\. Pr. H'.irns. 1 a|>pivv'r.iie your invitation, and I look 
forwar,! to ;^>!n:ir iojreriiei- with yon, anil we will take that hour 

Ov, I'l K\-s. ri;a:'k yon \iM-y nuK-ii, 

Mr. ll.w v^ . Hvai^K vo:;. and thank vnu. Mr. Chairman. 

n.r^n KMx\. Mr. Near 

M- N r >; 1"-^-; I .-. Mr. rhainnan. 

M;. (■ :r :i-. I r-.-.:'.k >oi; '::i\o oivv-.d^l us with an important 

,,.,,, .,:^ -■,,.. ,.,...\v--;i; ;, v.v.":U r of v.ry iiiiivnant ipiestions. 

I .:■ ■.-.••.- v,.""\ .; ■:'<■ ::vv.-'t-.t by tV.c vvnvvn> ta section 1 for 
;m»--.Ys: vnti- ;.-.■. ;■ Avi;y. Av.,i :'.:v ivr.ivn-. i> that wo would, through 
this 'nv.*'.;'-T".ov. ;\v".- ::',e Kiv.c.Tii Ki-servoV attention on int^icst ntes 
inao-i.; .■•:■■■.■ ■ ,:■;■:..:■> .Ui::vira:o#. 
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I would think that if the Federal Reserve were forced to predict 
iterest rates, then they — the members of the Board, like probably all 
' us — would be inclined to make whatever prophesy were indicated 
If-fulfilling, It just seems to me that that focus would not serve our 
onomy very well. But I guess we will have an opportunity to discuss 
at in greater detail during markup. 

There is one other question I have, and that is: I would like to ask 
r. Bums that if, in fact, the Board deals with velocity, considers 
locity during its decisionmaking process on monetary policy 'i 
Dr. BuRXS. The answer is that we ilo talk about and give our views 
. velocity. As a matter of fact, you might be interested in correspond- 
ce between members of the System aiid Senator Proxmire. He ad- 
«ssed a series of questions on monetary velocity to each member of 
e Board, and to each of the Reserve bank presidents who ser\-e on 

Federal Open Market Committee, 

1 answered for the Board, and the bank presidents answei-ed for 
emselves, individually. The range of views expressed is, I think, very 
structive. I think it fully supports the testimony that I have given 
. that subject, 

I would like to send your copies of that correspondence. I think it 

ould be instructive. If the chairman would agree, it might he helpful 

I put those statements into the record of these hearings. 

The Chairman-. What were they? 

Dr. BuRxs. This is correspondence between Senator Pi-oxmire and 

embers of the Federal Open Market Committee concerning the sub- 

ct of monetary velocity. 

The CHjiiRMAN. Without objection, those letters will be included at 

is point in the record. 

[The correspondence referred to and submitted for the record by 

lairman Burns follows:] 
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June 6, 1977 



The Honorable William Fromire 

Chalraan 

Coroittee on Banking, Housing 

and Urban Affairs 
Unltea States Senate 
Wathlngton, D. C. 20510 

De*r Bill: 

All members of the Board have given careful choughc to the 
questions regarding monetary velocity raised in the letter th«c you 
addressed on May 25 to each o£ them and Co the Reserve Bank Pretldeats 
currently serving on the Federal Open Market Conmittee, The Board 
members have recently considered this subject not only during the 
deliberations of the FCMC but also in developing the testimony that 
t presented on the Board's behalf at hearings before the Senate Bank- 
ing Coonlttee and other Congressional Coomittees. Accordingly, the 
Board has decided to make this Joint response, supplemented by cob- 
uenta of two individual members, Me understand that the five Raaerve 
Bank Presidents on the FtMC are responding Individually. 

The Board's views on velocity have been set forth at a 
number of recent Congressional hearings, including the Hay 3 hearing 
before the Senate Banking Committee on the Conduct of Monetary Policy. 
In the statement presented at that hearing, we noted that, in consider- 
ing growth ranges for the monetary aggregates £or the year ahaad, the 
FOHC had taken account- -among other things — of "the usual uncertalntiet- 
about the relationship between money and economic activity." I also 
Bade the following observation on behalf of the Board: 

"During the past two years, the increases that hava 
occurred in the stock of money have proved adequate to 
finance substantial gains in the physical volume of output 
and employment. This eicperlence has demonstrated once 
•gain that consideration of the stock of money alone la 
not sufficient tor assessment of the adequacy o£ the 
economy's liquidity. Honey has a second dimension. 
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namely, velocity, or--ln conmon parlance— the intensity 
with which it iB being used. Over short periods of time 
the truly dynamic factor Is not so orach the stock of money 
as the willingness of the public to use their money 
balances. Upswings in business and consumer confidence 
Are commonly reflected In substantial increases of mone- 
tary velocity. Moreover, In the case of the narrowly 
defined money supply. Intensity of use has been increas- 
ing with special rapidity since 1975, reflecting numerous 
Innovations in financial technology that serve to reduce 
reliance on demand deposits for handling monetary 
transactions." 

The Board generally expects that over the coming year the 
Increase in the velocity of M-1 will be quite high by historical 
■tendards, partly because we believe confidence will continue to 
Inprove as the expansion progresses and partly because we anticipate 
a continuation of the process of financial innovation that has so 
markedly reduced over-all needs for transactions balances in the past 
few years. Specifically, we expect that the rise In velocity- -coupled 
with growth In M-1 at rates within the ranges projected by the FCMC 
In April — will be associated with satisfactory expansion in real GNP. 

We also expect the velocity of M-Z to Increase, although 
not 80 fast as that of M-1. While the velocity of M-2 has been rela- 
tively stable over the last ten or fifteen years. It has shown some 
cyclical fluctuation — perhaps mainly because of changing relationships 
between market and institutional Interest rates. It night be noted in 
this connection that Governor Pattee dissented from the April decision 
of the TOHC to reduce the upper limit of the range for M-2 (and M-3) 
by 1/2 of a percentage point, primarily because he believed that finan- 
cial conditions night pemit these broader aggregates to expand strongly 
for some tine to come. 

There are, of course, significant uncertainties surrounding 
the Board's expectations for velocity, as there are with all forecasts 
of the future, economic or otherwise. The magnitude of the velocity 
Increases associated with continuation of the recovery at a satisfac- 
tory pace will depend on the state of confidence, on the rate of increase 
la prices, on the speed of financial Innovations, and on other factors. 

Since euch uncertainties are inevitable, the Board considers 
it esaentlal that the FOMC, in Its continuing close surveillance of the 
behavior of the economy and Its financial parameters, retain flexibility 
to adapt monetary policy to evolving circumstances. One source of 
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flexibility ifi the wise provision of House Concurrent Resolution 133 
that the Committee project longer-run rais es of growth rates for the 
aggregates, rather than specific rates; such ranges allow for a rea- 
sonable degree of adaptation of actual growth rates within the Erone- 
worlc of a general policy stance. More importantly, the Board is fully 
prepared Co reconsider the longer-run ranges If developments — with 
respect to velocity or other relevant factors — differ from expectations 
or if other events appear to require such reconsideration. 

We must, of course, take account of prices as well B* real 
Bctivity--since inflation not only works great hardships but, by its 
very nature, poses a fundamental threat to auEtalned economic growth. 
Ag the current expansion gathers momentum, it may be that interest 
rates will rise as part of the process of limiting credit demands — 
and hence real market demandE--to manageable dimensions. Interest 
rates have, of course, usually risen — although with varying timing 
and force--during economic expansions. He, like you, earneatly hope 
that significant increases In Interest rates will be avoided In this 
expansion, but no one can be certain of that. 

The members of the BDard--and, we are sure, also our Bank 
President colleagues on the FCMC— will continue to seek policies coa- 
sistenc with maintenance of a satisfactory and sustainable economic 
expansion that will provide increasing employment opportunities for 
our rapidly growing labor force. 

Additional comments by Governors Coldwell and Walltcb are 

given below. 

Sincerely yours. 



Arthur F. Burns 

Supplement by Governor Coldwell 

icribe 
litior 

First, 1 do not accept monetary aggregates and their velocttiea 
as the sole guides to, or measures of, monetary policy. In my opinloa 
the trend and level of bank reserves, bank credit demand, and Interest 
rates as well as the state of market, business, and conaumar confidenc* 
and expectations are of significant Importance to the formulation of 
monetary policy. 
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Second, I have a relatively low level of confidence in Che 
predlcCabillty of the aggregates and velocity because o£ our experience 
with their high volatility and shifting character. The change in trans- 
actions balances is creating even greater uncertainty In the definition 
and laeasurement of aggregates thus reducing further their reliability 
as policy targets. 

Finally, in pragmatic terms monetary policy, in my opinion, 
has Its primary Impact uithiEi a 6-month period and should be principally 
concerned with the demand elements of instability. This position makes 
me -unwitltng to assign grt^ater Importance to long-range mechanical 
targets and Itads me toward increased emphasis upon bank credit, 
reserves, and interest rates. 

Supplement ^ b y^ Coyernor W allich 

I support the views put forward in the foregoing letter. 
Nevertheless, 1 would like to add some views of my own. In doing so, 
I would like to nnce tlia: tlit velocity approach is only one of sevi 'al 
ways of looking at monetary theory and policy. While currently I pay 
close attention to it and in fact examine very carefully the points 
raised In your letter, I HouLd by no means rely entirely on this type 
of analysis. 

The need to look at velocity arises principally from the fact 
that today we are using the money supply as a major guide to monetary 
policy. Under ordinary. I.e., noninf latlonary conditions, interest 
rates would be a better guide. Interest rates in the broadest sense, 
Including equity yields, are the channel ■ ., i-tary policy 

and money supply variations transmit their effect to the real sector 
of the economy. Under noninf latlonary conditions, I uould normally 
favor as low a level of rates as possible consistent with continued 
price stability. 

Dnder conditions of inflation, however, market interest rates 
cease to have a clear meaning. The real interest rate Is the rate after 
deducting Che rate of inflation. In recent years, the real short-term 
rate has been negative much of the time. The real long-term race, 
depending as it does on subjective expectations of inflation over che 
life of [lie asset, 1b hard to discern. But taking into account that 
the Inflation premium contained in an 8-9 pec cent rate, of perhaps 
5-6 per cent. Is taxable to the cr.;di[:i.>r jcid tax deJi^c ible to the 
debtor, long-term rates probably have been negative for many taxable 
lenders and borrowers. I believe that this condition in the long run 
Is Incooipa title with the survival of a market economy. 



.yGoogIc 



Under inflationary conditions. Interest rates become a poor 
guide to monetary policy because (1) their eeonoffllc meaning is dis- 
torted, and (2) the central bank no longer can, except quite temporarily, 
control short-term rates, let alone long-term rates. Inflation thus 
causes central banks to shift to money supply targetn, which convey at 
least a rough idea of how expansionary a given policy Is. 

The proper measure of such a policy, as you point out In your 
letter, is the growth of money plus the grmrth of velocity. Velocity 
changes In response to numerous factors, one of which Is Interest rates. 
In order Co obtain a measure of the appropriate grouth of the money 
supply that Is independent of Interest rates, I view as the growth of 
the effective cnoney supply the growth of M-1 and M-2 plus that growth 
of their respective velocities that would occur If interest rates were 
constant. In assessing the growth of the effective money supply, I 
take Into account, as I believe do my colleagues on the FO«C, (1) the 
gross overpcedlctlon, by mathematical models, of the demand for M-1 and 
M-2, i.e., their underestlinate of the growth of velocity, (2) the reduc- 
tion In liquidity preference (increase In confidence) that a danpcning 
of inflationary expectations can be presumed to Induce, and (3) the 
progress in payment techniques, the effect of regulatory changes, and 
the Increase In International liquidity through the Euro-dollar market. 

Ac the same time, I am a«are of the evidence that the market 
anticipates an increase In interest rates, as indicated by the configura- 
tion of the yield curve which permits calculation of expected future 
interest rates, by the prices quoted in the Treasury bill option market, 
and by the evidence of surveys of numerous interest rate forecasts. I 
am aware that an effort to control rates contrary to market forces, 
especially during Inflation, Is bound to be counterproductive within a 
short period of time, I am aware that the market, during inflation, 
seeks to re-establish positive real Interest rates. Under these condi- 
tions, I believe that the only way to achieve the low Interest rates I 
would like to see is to bring down inflation. 1 believe that the mone- 
tary growth ranges established by the FCMC will, over time, work In 
that direction, but I would, of course, be prepared to change my view 
if there Is evidence that these ranges are Inappropriate. 
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FEDERAL RESERVE 
OF BOSTON 



The Honorabls William Proxmire 
Chaiman, Committee on Banking, 
Housing and Urban Affairs 

United States Senate 

Washington, D.C. ZOSID 



Dear Senator Proxmire : 

This is in response to your letter of May 25 concerning 
monetary velocity. Before answering the questions posed in 
your letter, I would like to offer three preliminary observa- 

First, the income velocity of money is a convenient 
shorthand description of the relationship between money and 
nominal GNP, but this shorthand description must be used 
cautiously. On the one hand, for a givon level of the money 
stock, the level of GNP may fluctuate for a variety of reasons. 
On the other hand, because changes in the money stock affect 
GNP with a lag, short-run fluctuations in the money stock will 
ordinarily have little initial impact on GNP and so the ratio 
of GNP to raoney--velocity--will change. For these reasons, 
only about 50 percent of the short-run variation in nominal 
GNP is associated with fluctuations in the money stoct. 
This conclusion holds for both the M, and M, definitions 
of money. 

A second important aspect of interpreting velocity changes 
and velocity forecasts is that nominal GNP itself is not of 
primary interest. Monetary policy must be concerned with real 
GNP and the rate of inflation. Nominal GNP is. of course, 
equal to real GNP times the GNP price deflator, but the 
relationship between real GNP and changes in the deflator 
is complex and not well understood. Excessive concentration 
on velocity can, therefore, be misleading. For example, a 
prediction of declining velocity would not be cause for con- 
cern if the prediction were accompanied by predictions of a 
Jiealthy expansion of real GNP and a decline in the inflation 

Third, because of the lags in the effects of monetary 
changes on the economy, it is unwise to concentrate attention 
csxcesslvely on the coming year. Ifliile monetary policy changes 
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i.iife loEc short-run effects on the economy, today's policy 
-.'-i.'.ges win also have significant effects on the economy 
'.t/f. /ear and the year after. There is ample evidence 
t.'.it the undesirable effects of today's policy initiatives 
"i.-i next year's economy cannot be expected to be completely 
neutralized by new policy initiatives next year. This 
problem is made particularly difficult by the fact that the 
effects of monetary policy changes appear first in real GNP 
and only later in the rate of inflation. 

With the above comments in mind, let me now address the 
specific comments in your letter. 

1. 1 would judge that the most probable expectation fo^ 
M, velocity o/er the next 12 months would be in the 
si to 61 range and for M, velocity in the 2* to 

31 range. 

2. These judgments reflect my interpretation of the 
evidence from previous business cycle recovery 
periods, my optimistic interpretation of the recent 
performance of the economy, and ray belief that 
continuing improvements in payments technology and 
institutional changes are likely to lead to higher 
velocity growth than might otherwise be expected. 
In this respect, my views are similar to those of 
Chairman Burns as set forth during the Hay 3 hearing 
before the Senate Banking Committee. 

3. Monetary policy must always be forward looking and 
flexible. Consequently, if our velocity expectatio:^ 
are not fulfilled, it will be necessary to make a 
judgment as to whether the future is likely to brin j 
a similar pattern or a reversal. For example, if 
velocity growth should be lower than expected becau- 
a major strike disrupts the economy, then I probabl'^ 
would anticipate a velocity rebound when the strike 
is settled. In this situation, lower velocity grow* 
would not warrant a more expansionary monetary polic 
Another circumstance clearly not calling for a more 
expansionary policy would arise if inflation were to 
be less than expected at the same time that real GHP 
growth were about as expected. The object of these 
examples is to illustrate that changes in velocity 
do not in and of themselves provide a clear guide as 
to how monetary policy should be adjusted.- A shortfa 
in velocity from the expected levels must be appraise 
in the light of the total context of economic devel- 
opments and our objectives for the economy both 
short-run and long-run. 

Sincerely yours. 



Frank E. Morris 
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ftj>ERAL Reserve Bank of Chicago 



June 7, 1977 



nCha Booorabls U1111«b Proxmlce 
QulmAn 
CoMaitcee on Banking, Homing 

■nd Urban Affairs 
United Stat«a Senate 
UMhington, D. C. 20510 

Hear senator Proxadre; 

As one of tboae charged vich formulating laonetax; policy 
within the framework of Institutions «nd goals established by 
GongrasB, Z obviously abate the Interest you e^qiressed In your 
Hay 25 letter In achieving our comnon economic objectives. 
Iberefote, I a« pleased to respond to your Inquiry about 
nnceEt*lntles In cbe growth of velocity. 

I would enf>haslze at the outset that I do not view velocity 
aa an Independent force. It cannot and need not be predicted 
with precision. It Is, rather, a derivative v^lch la useful 
only as a rough Indicator of reasonablmess of more substantive 
•cocoadc factors. Neither a particular level of velocity nor a 
given rate of monetary growth — nor even a certain level of 
n watnal GBP — Is the ultimate goal of policy. What we are eoo- 
c«med with la assuring the highest level of real growth and 
the greatest reduction of unemployment con^atible with continued 
progreaa In reducing Inflation to more tolerable rates within 
the next few years. In my consideration of alternative policy 
couraas chat may appear to achieve these goals, therefore, I do 
not forecast velocity independently. I cavlew Cbe resulting 
velocity figures for consistency with htscorlcal experience, 
for reasonableness in the light of ongoing financial Innovations, 
and for whatever Implications it may have for interest race move- 
Benca. Thus, stated someuhat differently, my judgmencs on 
velocity are derived from my views of what policies are required 
to achieve real growth and price performance objectives over the 
next fvft years.. 
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The Hon. Ullllsm Prondre June 7, 1977 

Chairman 

COHoitCee on Banking, Housing 
and Urban Affairs 



Given the present stage of the business cycle, the degree 
of utilization of resources, the present momentum of the econ- 
017 — and assuming the moderate stimulus called for In the 
announced growth paths of the monetary aggregates — I expect a 
continued Increase In real GNP at rates consistent with further 
efforts to reduce unemployment and to achieve some further 
slowing In the GOT price deflator over the year ahead. I 
personally feel that something less than the current published 
forecast views of a 6 per cent rise in the GNF deflator is 
appropriate and attainable and should be actively pursued. 

Assuming, therefore, a sonei<A)at less expansive monetary 
growth path In 1977 than occurred In 1976, the liqilled rise in 
M-1 velocity to attain these results uould be perhaps a bit above 
the average behavior of velocity In the third year of earlier 
post-war recoveries, but that la largely attributable to the 
continuing innovations In financial management iriilch will tend 
to shrink the relative importance of M-1. 

The Implied rise in M-2 velocity would not, of course, he' 
rising as rapidly. As suggested earlier, these views are con- 
sistent with favorable targets for the price performance. 

It is difficult to assign a specific degree of confidence 
to these velocity expectations given the usual uncertainties that 
surround the entire forecasting process. But on the tests of 
reasonableness, I am sufficiently confident of the velocity impli- 
cations to accept the announced aggregate growth rate ranges for 
the monetary aggregates as being consistent with attaining sound 
objectives of real growth and restraint of price Increases, 

I certainly would not hesitate to revise our money stock 
growth path if nnvements in the economy departed substantially 
from the expectations noted earlier. Indeed, I view this possi- 
bility as Che basic reason for the Conmittee's frequent reviews 
of its l!-month monetary aggregates ranges. However, the money 
stock growth path should not be changed simply because velocity 
fails to match expectations. To the extent that monetary policy 
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The Hon. Hllllam Proxmtr« 
Chairman 

Comnitte^ on Banking, Housing 
and Urban Affairs 



acclons of the past tuo years have made successful Inroads 
on Inflationary expectations, lower- than- expected levels of 
<1) nominal Income, (2) price Increases, and (3) Interest 
rates (and therefore of velocity, as well) should be fully 
coB^atlble with an appropriate rate of real growth. 

If, to the contrary, this opclnlsm regarding progress 
on the price front is not justified, there seems to me even 
nore reason to continue on the moderate course that we set 
more than two years ago. Indeed, If some senfclance of price 
stability Is ever to be restored, we must eventually reduce 
monetary growth to a rate below that of the past several years. 
Consequently, although I will be taking note of the velocity 
figures as they come in over the next several Quarters, I will 
be watching much more closely the breakdown of increases In 
nominal GNF between real growth and price changes. In my 
Judgment, only evidence of a serious slowing of real grot^h 
uould justify any acceleration of monetary growth at this point 
in the cycle. 

I hope that you find these thoughts responsive to your 
concerns. In the event that further clarification would be of 
value, you may be assured of my full cooperation. 



Sincerely, 

Robert P. Mayo HT 
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The KoDorable WiUiam PTOxmlrc 

Churman 

Commkttea on lisoking. Houalng 

and Uriuui Affairs 
Usltad StatM Senate 
Waahlngton. D. C. £0510 

Dear Senator PTOmiireT 

'Ihi* i* in rcipooac to your Utiar of ..,ay r.'i. 

My policy recomniendationa at meeting! of ti 
Market Committee are M*eil primarily on formal anil i 
developed at the Eedvrat i>.eierv« i.iajik of 5t. Louia. 1. 
the dominant determinant 3f nominal CNP ii the miney 
lagged. The extant by whlc>i change! in the. growth ^^ti 
affect the growth of nominal CNP defenda upon aociety' 
money balance*. The reciprocal of thte demanil foe mi 
frequently rolerred to ai Income velocity. 

Ihit velocity In turn' i 



we have. not found it necexary to i^.eiBurc ;t ex-\i^ tly tt j u<^inue v^riaUc 
or to rely on iu prajsctions. ilnca I uo not relv on explicit velocity projoi 
Uana in mj policy recommenJatiODt at lO.MC, 1 fina it imioiiiole to anawi 
your apecific quaatioo*. 



reaaarch indicate* that the . ij growth range of 4. Z to b. 511, given uur 
expected growth in wealth, orojected credit deman'Ji: and expectattoni of 
ioflaUoQ, ahould ha aufflcienl to otoduce a auttaioaile growth in oul-mt 
without accelerating inflationary i.reeaurea tbic year. 
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"The Honorablo Willtam Proxmlre 
Cihairman, Committee on Banking, 

Housing and Urban Affairs 
Onlted States Senate 
V^/ashington, D, C, 20510 

C>ear- Senator Proxmlre: 

Xhis Is in response to your letter of May 25, 1977, in which you 
^ expressed your concern regarding the growth of money velocity and 
tCs impact on monetary policy oOjectvves for the period ahead. Spe- 
cs'* fically, you rsquested my views as a member of the Federal Open 
/\^lau-kst CommlttBO as to the expected performance of velocity For the 
'^k-^ 1 and MS money measures, 

I would agree Chat monetary velocity plays an important role in 
f-tr^ -termini ng tfio appropriate level of money stock needed to foster a 
^^^.tisfacCory level of economic activity, I would note, hoyvever, that 
^-'"^a loctty Is but one of several interrelated variables to which I give 
•=^:>»Tsi deration at the time the Open Market Committee sets its long-run 
Q*"~'«zwth ranges for the monetary aggregates. 

In assessing the outlook For Ml velocity, I have taken into consideration 
^^^-^-'eral factors which suggest that velocity will grew at a rate above its 
•^■fc i^torical trend of about 3 percent. One of these Factors is the structural 
^^•"•^ange taking place in certain deposit-type accounts, such as NOW accounts 
^•~*«d bLTSiness savings accounts, which will tend to stimulate velocity grCMith, 
^^'~*Other factor is my expectation that overall economic activity, as mea- 

"^^ period ahead. Past experience suggests that this expected growth in 
r^^^l GNP is likely to be associated with a growth in velocity above its 
^*^torlcal trend. Also, as economic activity accelerates through the 
^ ^•~»^alnder of 1977 Into 1978, it is reasonable to expect some cyclical 
_~'^^»^ease in interest rates that will further boost velocity grcwth. Based 
these factors, it is my expectation that the growth of Ml velocity will 






consistent with the expected strong grc^vth in tl 
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The rationale underlying the outlcok Tor M2 velocity incorporates 
similar considerations. In bnief, the trend grouuth rate In M2 velocity, 

velocity has tended to be above its trend rate when the growth of real 
GNP exceeds its trend rate. And, fHnaUy, while Financial Innovations 
have tended to have a smaller innpact on M2 tl-Kui on Ml velocity, the 
velocity of Ma— as for Ml— Is expected to be stimulated by the cyclical 
rise tn market interest nates. For these reasons, I would expect M2 

Important Ingredients for any economic forecast are the anticipated 
level of consumer and business confidence and the expectation for price 
inflation. Since these factors as well as velocity sre subject to a large 
number of uncertainties, there is a neeO for continual reaasossment of 
our economic performance in order to make appnopniat(j changes in the 
grcwth of the money stock. Therefore, 1 am quite prepared to alter my 
views in light of changing economic conditions, including any slgntRcant 
change in the outlook for the velocity of money. 



^ 
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Feoeral ResEfn-- Bank oi' nbw York 



Tba BoBonbla Hlltliui Fnnln, Chilr 

kInR, Hdufllnit And Utb 

ata at Hem Building 
SnatoE rroxnlHt 



Oi» ,.,1, 

I 1* TMhat t -nil Mtibllihad phanannon ■Ith 1 iDn) lilalor^. Tha dlffl- 
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that differences of opinion may also exist anons members of 
ttie Federa.1 Open Harket Conmittee. 

If velocity growth «1ohs down, the monetary aggregate 
target; that were voted by the Federal Open Harket Comnlttee 
1n April, and conveyed to the Senate Committee on Banking. 
Housing and Urban Affairs on Hay 3, 1977, may not be sufficient 
to Insure that the recovery will continue at a pace consistent 
with the growth of real GNP and employment expected by the 
Admlnistrattan and the Congress and may result in significant 
Increases in Interest rates. 

As you know, the Committee on Banking, Housing and 

monetary policy decisions of the Federal Open Harket Committee 
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Mr, N'eai- Mr. Chairman, I have been told by economists, and ap- 
:.*r«-nt!_v it is a widely held new among economists, that velocity is a 
re^i'ativfily random occurrence; that it is essentially unpredictable. 
Would you agree with that ? 

Dr. BtHNS. So; I would not agree with that, I would rather say 
that while velocity has an erratic component, it moves in general with 
the business cycle. I have preached that lesson repeatedly. And, if I 
may sa^' so, the reason I have had somewhat better luck than many 
Cithers in predicting velocity is that I know that velocity tends to re- 
produce the movement of aggregate economic activity. Therefore, ve- 
locity is not a random variable, although it does have a heavy random 
component. 

Mr, Neai.. Well, if it is predictable, then 

Dr. Burns. Xo, there arc two difficulties. First, the difficulty in pre- 
dicting the business cycle ; second, the difficulty in predicting the ran- 
dom component of velocity that is superimposed upon the cyclical 
movement in velocity. 

It is not a variable that can be predicted by many individuals. Some 
of us, I think, have been quite lucky in predicting it. 

Mr. Xeal. Do you have any objection to trying to predict it, as 
this bill requires, then? 

Dr. BuRxfi. There is a difference, you see, between predicting the di- 
rection of velocity and predicting its actual magnitude. This is a 
subject I have studied for 50 years, 

I have no difficulty in giving you my views as to the general direc- 
tion that I expect velocity to take, or indicating the margins of error 
arising from the erratic component in that variable. But I don't know 
how to predict actual magnitudes, and I don't know of anyone else 
that docs. And certainly the members of the Federal Open Market 
Committee make no effort to do that. 

You see, the Federal Open Market Committee, in the last analysis, 
deliberates as does a legislative body in the area of monetary policy. 
There is a range of competence within that committee, and w© attempt 
(o quantify only the monetary aggregates. 

The Chairmax. The gentleman's time has expired. 

Mr. RouEselot? 

Mr. RoussELOT. Thank you, Mr. Chairman. 

Dr. Burns, I am pleased that in your continuing efforts to carry 
on a continuing of dialog between ourselves and your Board that you 
are here today. 

On page H of your testimony you state as follows : 

Conceivably, In response to a conKresaional mandate, the FOMC conld vote on 
BOme numerical figure for monetary velocit.v. But any such exercise la not neces- 
sary for effective policy formulation. 

Now there are many who have suggested that if one had a fair idea 
of what nominal GNP growth would be in a given period — say it were 
12 percent — and if he could estimate the velocity at. say 4 percent, he 
could subtract the two and come up with an 8 percent target for Mi 
growth. 

On .Tune it, Paul Volcker, president of the Federal Reserve Bank of 
Xew York responded to a request from Senator Proxmire for the views 
of tlie Fp lerve Board and voting members of the Federal Open 
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Alarket C(Hninitto«, conceminpr monetary velocity. You have just asked 
that this letter he placed in Che record, and T would like to briefly 
quote from it: "There is no meclmnically precise relationship between 
the behavior of money and nominal &NP." 

Now, my question js twofold : To what extent do members of the 
Federal Open Market rommitter take velocity into account in settinf; 
policyl That is one question. 

And, two : Would this bill reduce their ability to use their best judg- 
ment in this regard ? 

Dr. BimNS. At onr meetings, we discuss two subjects very exten- 
sively : first the condition of the economy ; second, economic prospects 
as we see them. 

Our staff makes a very detailed |jresentation. After that, individual 
Tnembera of the committee expn'ss their views, particularly if their 
"Views diverge from opinions expressed by (he staff. 

A little later, we discuss whnt we think monetary policy ought to 
!:>«, and we try to set objectives for onrselves in terms of the growth of 
tlie money supply, and in terms of the one interest rate over which 
■w-e have substantial control — that is. tlie Federal fimds rate, which is 
^'■essentially the interbank lending rate. 

Now monetary velocity, as siicli, is not a formal subject for discus- 
s^ion, but I can't recall a meeting when some view on velocity has not 
t>«en discussed by some members of the Federal Open Market 
^^ommittee. 

Mr. RoDSSELOT. You think it's a factor, then, in setting policy? 
Dr. Burns. I think it plays some role in the thinking of mdividuals, 
^^■e give more attention t<» the money supply, l>ecauso historicall_v we 
^mow that when the money supply stojM growing, an economy is likely 
' «^ falter; and we also know that when the money supply grows cx- 
*^^ssively. inflation will Ik- generated. 

So we pay nion' attention to the money Kupi)ly. It is more basic and 
*>riorepredictablea factorthan velocity. 

Mr. Rons8Er.^rr. Well, would thi.s hill in any way inhibit the u.se of 
t>ie best judgment of members of the FOMC with respect to velocity? 
Dr. Bdhns. I don't think thiii hill would inhibit us. It really wouldn't 
**lhibit me; you can't change my economic thinking just Ije-cause you 
'Isk me to do something that T don't sei> any way of doing at all well. 
I do think tliat if such a law were passed, we would perhai)s spend 
»*. great deal of time talking about things some of us on the Commit- 
tee know very little about. T hoppen to !«■ « student of this subject: 
Without in any way roiflecting on my <'oIleagups — ^that's not my in- 
dention — I would liiivp to any that Iiecause of different pi-ofessioual 
Hackgrounds some know less about this subject. Tlieiv an; other areas 
^here they know vastly more than I do. So you see. we would U' si«'ud- 
ing a great deal of time on a subject that few people r-eally ujider- 
^tand and then coming up with a guess. What good would that do 
*nvone? Please don't ask us to do that ; we would he chasing ghostft, 
Mr. Roussp.LOT. Well, we never chase iihosts here. You imderstand 

The Chairman. Tlie time of the gentleman has (expired. 

Mr. Blanchard ? 

Mr. BLANcnAiU).Thankyou.Mr Pi--- 
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Dr. BrBNS. two items — two amendments are likely to arise befor? 
this committee if and when we mark up this bill. I would like pnr 
reaction to them. 

The first is the idea of making the term of the Chairman of thp 
Board of the Federal Keserve System coterminus with that o£ the 
President. 

The second item is one which would shorten the term of members of 
the Board of Governors from 14 to 8 years. 

What is your reaction to those two ideas and the reasoning bdiind 
your reaction ? 

Dr. BuKXs. When I testified at lengtJi on the first question recently 
before Congressman Mitchell's subcommittee, I testified against a co — 
terminous term. 

In a sentence : This would introduce a political dimension into th^s 
Federal Reserve which might prove injurious, and the need for mji?^ 
such change in the law has not been even remotely demonstrated. Wh;^~ 
write a law when there is no problem? Nobody has defined a problenr^ 
in this area. 

As to the second question, about shortening the term of the Federa '^ 
Reserve Board members. I can't honestly say that 14 years is righ"^^ 
and that 16 or 12 or 10 years would be wrong. But, again, I do thic^^ 
that a relatively long term for members of the Federal Reserve Boar<^^ 
gives some assurance that they will not be swayed by short- run political 
considerations. That is what Congress had in mind in setting long^ 
terms: To insulate the Federal Reserve from day-to-day. montli-to^* 
month political pressures. Therefore I am in favor of a long term ^ 
for members of the Board : but I am not going to argue that 14 years * 
is right and some other number is necessarily wrong. 

Mr. Blanchard. I guess those two items get into the whole historic 
debate that has been going on for the 3 years I have been here on the 
relation of the Fed to Congress or to the Executive. And it is quite 
obvious to me that this bill is a product of that debate. 

But it would seem to me that there are. really two ways to go. If you 
buy the assumption — and I don't know that you do — that there ought 
to be some greater coordination of monetary policy with fiscal policy, 
then there are two ways to go. One is to have greater accountability of 
the Fed with Congress ; and the other, which does not exclude the first- 
would be to the President, 

Do you accept the assumption that there ought to be better coordina- 
tion of fiscal policy with monetary policy ; and how do you perceive 
the role of Congress in this whole area ? 

Dr. Burns. If you mean by "coordination" the interchange of ideas — 
communication — then I can say to you that there is very effective co- 
ordination with the Executive. I meet with the Secretary of the Treas- 
ury every week ; we had a lencthy breakfast meeting morning. And. 
my colleagues and I meet with tlie Council of Economic Advisers. I 
niopf witli the President once every few weeks. So there is ample op- 
portunity for exchanging ideas and impressions and knowledge. 

As far as communications with Congress is concerned, I commente<l 
at Home length at the l>eginning of my formal testimony on the dialog 
that lias been developing Ix-tween the Federal Re8er\-e and the Con- 
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-ess. That dialog— and I don't say this in any mood of criticism, 
[ am just reporting a fact — has gone further with the Senate com- 
mittee than it has with this committee. 

In addition to having a dialog on monetary policy under the con- 
current resolution, we, Tiave had with the Senate committee — and I 
have invited it — a dialog on the condition of the banking system and 
a dialog on the Federal Reserve budget. In fact, I suggested a dialog 
upon supervisory policy as well. We ;tre thus learning from each 
ouier. 

I just invited Mr. Hanley to meet with me. That invitation goes to 
«very member of the committee ; I would like to meet with each of you 
individuallv or in small groups frequently between oversight meet- 
ings. T wish we would find a way of doing this more effectively. For 
that matter, I am sure my colleague-s on the Board would want to do 
the same. And perhajw we would learn to imderstand one another 
better, and by working together we could in time do what after all, 
oach of us is seeking fo do: to help this coimtry have a better future 
^or ourselves and for our children. 

So, I am open to any new ideas in this area, and I appreciate your 
raising the question. 

Mr. Blanciiard. I guess my time is expired. Thank you, Dr. Bums. 

The Chairman. Mr. Lundine? 

Mr. LuxnixK, Chairman Burns, T am somewhat concerned with the 
fourth pi-ovision in this bill i-cgarding lobbying. Under your inter- 
l>retation of this provision, what would the Federal Reserve Board be 
f>ermitteji to do with i-espect to legislation? In other words, do you 
interpret this to mean that you could never pass a resolution r^ard- 
J ng any legislation on banking or finance issues ? 

Dr. Burns. T can't answer that; I would have to consult our at- 
torneys. I have to say that that particular paragraph, or set of 
l">aragraphs, in the testimony was wntten senfence-by-sentenee and 
■vv*ord-by-word on the advice of our legal staff. 

These are not I'usf my views; they are the views of a highly trained 
l>rofessional legal stflff. 

Mr. LuNDiNK. AVell, I undei-stand your objections; and I think I 
Understand some of the i-easons Miind them. What I am also trying 
to come to an undei-standing of. is, as a practical matter, the extent of 
tlie inhibition that this would jnit upon the Fed and members of the 
Hoard. 

Dr. BcBNS. I think I can only answer that by saying that on the 
J^asis of my reading of the bill, and on the basis of the advice that T 
pave received from our legal staff, the inhibition would be very great 
•*t<leed. In the last analysis, while we at the Federal Reserve may or 
*Tlay not like what Congress does, we do li\e by the law very strictly. 

Mr. LuNDiNE. Thank you, Mr. Chairman. 

In the interest of time. T won't aak any further questions. 

The Chairman. T thank the gentleman ; and I point out to the mem- 
bers that we are doinp fine; and I think every member will get a 
''nance to inquire of Chairman Burns. 

But the Chair will keep a close timing, under the .'i-minute nile. 

Mr. Hyde? 

Mr. Hyde. Thank you. Mr. Chairman. 
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Dr. Burns, I. too. am intrigued by this section 4; and if I could just 
read it again: 

No member of the Board of Governors, director, offlprr, or employee of the 
yederal Reserve Rjstem may commuoicate with any director, officer, or employee 
of any lastitntion subject to the regulatory authority of the Federal Reserve 
system to influence legislative actions afTectlnK the Federal Reacrre System. 

Sow, in light of that language, we have a law we are living with 
called the Kehabilitation Act of 1973. Section 504 of that act defines 
handicapped people, and Uriffin Bell has just given it as his formal 
opinion, that the term "handicapped ]>eople" includes alcoholics and 
dnig ahusoi's. And Secretary- Califano has issuecl regulations now that 
there must be afSrmative action to seek out drug abusers and alcoholics 
in employment with governmental agencies; and you may not give 
them a physical examination and you may not inquire aoout their 
disability, but you may ask them questions that will relate to whether 
they can perform the job. 

Now. how you can do the one with the other. I don't know. And 
I won't burden us with that speculation. But. as I interpret this lan- 
guage, if some bank dii-ector or employe were to ask you whether that 
meant that you had to go out and affirmatively seek drug abusers, 
unrehabilitated diiig abusers, to work for the Federal Reserve System 
and what you thought of that idea, you could not answer; could you? 

Dr. Bi'Rxs. I woultl need the l>eneiit of counsel to speak responsibly. 
My own view i.s that T probably couldn't ; but my counsel might say it 
is possible for ine to s)>eak. 

Ml'. Hyde. If that should ever occur. Dr. Burns, you would — and you 
refer your interrogator to nie. I will answer for you as to what my 
opinion is on that reffu'atioa. 

"Would you explain to us how the Boards of Directors of the various 
Federal Reserve banks aie selected now? Could you tell us something 
about their general makeup and what proportion of the directors are, 
themselves, bankers? 

Dr. Burns, We have thi-ee classes of directors. Class A directors are 
bankers. There hk three of them on each reserve bank, and they are 
elected by our member banks. 

ClaFS B directors are businessmen. Again, they are elected by the 
member banks, and there are three in each of our reserve banks. 

Class C directors are representatives of the public at large. 

You see, what the authors of the Federal Reserve Act tried to do was 
to get a balance on tliese reserve bank boards. The bankers represent 
the lenders, and the lenders may possibly have an interest in higher 
interest rates. Some do and some don't — this varies, as you know. 

Borrowers, on the other hand, rather consistently have an interest 
in low interest rates. These arc the business people ; they would like to 
borrow cheaply. 

Xow. public rei>resentBtive8 presumably have no such bias one way 
or another. The thought was that they would focus on the national 
interest. 

So. one-third of the directors of our Reserve banks are bankers; the 
others represent a wide range of businesses and professions. 

Mr, Htde. And how are they selected. Dr. Bums! 
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Dr. BintNS. The class A and class B directors ai-e elected bv the 
member banks. The class C directors, the public representatives, are ap- 
pointed by the Board; the rhairman and the deputy chairman are al- 
ways class C directors, appointed by tlie Federal Reserve Board. 

Mr. Hyde. Do you make an effort to see that the Board is not domi- 
nated by bankers? 
Dr. Burns. Oh, yes. 

Mr. Htde. Do yon think that House Concurrent Resolution 133 is 
in force today? Do yon have an opinion on that? 

Dr. Burns. Even though that resolution lias lapsed and even though 
tiat resolution — being a concurrent resohition — never had the force 
of law, it has been treated as if it were a part of the Bible by us at the 
federal Reserve Board. 
Mr. Hyde. Thank you. 
I yield back my time. 
The Chairuan. Mr. Cavanaugh? 
Mr. Cavanaugh. Thank you. Mr. Chairman. 

Chairman Burns, I have long l)een an admirer of yours ; and I think 
"^^hat your concerns about integrity and your i^epresentations of your 
^^>wn personal standards are well-taken here today. But I must say that 
::^C am surprised that you seem to convey the feeling that although you 
^- 3npose extremely high standards upon yourself that you don't feel (hat 
■*- Ji the case of the Federal Reserve those standards of conduct and 
^^^thics should be set out in law in oider to be imposed uniformly 
^^ hroughout the entire Federal Keserve System. 

If I am wrong about that, if I am wrong about my i-eading of your 
^^ estimony, I would like you to eomment on that. 

But when you say. on page 14, that your objection to inclusion in 
^^*ection 208 is that you feel it would be discriminatory because some 
^^Wher agencies of Government may have been inadvertently overlooked, 
^^ find that incomprehensible and somewhat shocking, liecause if you 
^don't disagree with the standards set out in section 208. 1 can't frankly 
X.]nderstand the fact that some othei' agencies may have been overlooked 
*»8 a justification for excluding the Federal Reserve from those 
standards. 

In addition, your argument on page IT), that tlie imposition of these 
standards upon Boards of Directoi-s of the Federal Keserve would re- 
sult in the reluctance of people willing to serve. It seems to me that if 
we are soliciting and receiving men and women of the highest stand- 
ards, they would have no objection to serving on the Board under this 
standard. 
I wonder if you would comment on that interpretation. 
Dr. Burns. I want to thank you, first of all, for the very kind re- 
marks that you made alwiit me pei-sonally. 

Second, let me say that T have no ohjeefions whatHoevei' to writing 
into law standards of integrity. But let us not do that in a huny, and 
let us be sure that we know what we are doing. 

I am sorry that T shocked you by l)eing sensitive on this subject; 
perhaps I am unduly sensitive i>n this. But in spite of your lieing 
shocked, I can only i-epeat that in my judgment — and T may be mis- 
taken, but I am here to fell you what I think, right or wrong— in my 
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judgment, it is inappropriate to single out one group in the Federal 
Government as a special target when there isn't one item of evidence 
that there has been misconduct. 

Mr. Cavanauoh. Excuse me, Dr. Burns, but section 208 does not 
single out the Federal Reserve— it adds the Federal Reserve to those 
otlier agencies of goveinment that are already expected to serve under 
that standard. 

Dr. Burns. Yon are quite right, it adds the Federal Reserve. But 
amending the criminal code is a verj- serious matter, and, if you're 
going to do that there might be a dozen or a score of other agencies 
that yon might want to add with equal propriety. Possibly, a need 
has actually been demonstrated in some. 

But I suijmit no need has been demonstrated in the case of the Fed- 
eial Reserve. 

Mr. Cavanaugii. Excuse me. Doctor, but that is the essence of your 
argument that eludes me. Tlie establishment of a standard is not the 
same as an accusation of impropriety existent; and clearly, when 208 
■was established as the standara for executive offices, that was not an 
indictment of everyone who serves in the executive offices or independ- 
ent agencies of government. That was the establishment of a proper 
standard of conduct foi- all who served there. 

Dr. Burns. I have no question of that. 

Mr. CAVANAtRii. If you are going to object to section 208, I think 
that you can only object to it on the basis of the standard; and I am 
surprised that yon are not willing to confront that issue. And that is 
where I am shocked — not in your sensitivity but in your apparent in- 
sensitivity to that standard. Doctor. 

Dr. Burns. I don't know how to answer that comment, and I am not 
going to try, 

Mr. Cavanaugh. I would have a further question with regard to mj' 
colleague from New York's questions regarding the Boards of Di- 
i-cctors' minutes. 

I have reviewed much of that material that was provided by the 
chairman, and I also found the minutes extremely sketchy and incom- 
plete, and really little more than subject head notes. 

I would wonder how you would feel about a standard for verbatim 
minutes for Boards of Directoi-s' meetings and for some mechanism 
by which they could be made public after an appropriate period of 
time? 

Dr. Burns. I must say to you in al! honesty that if such a require- 
ment were established by law, I would have some fear that, here and 
there, discussion which should bo candid and exploratory would be- 
come inhibited ; and that would be very unfortunate. 

So, I would think very carefully about that kind of a requirement. 
It might prove counterproductive. 

The Chairman. The time of the gentleman has expired. 

Mr. Cavanaugh. Thank you, Mr. Chairman. 

The Chaoiman. Mr. Mattox? 

Mr. Mattox. I have no questions. Mr. Chairman. 

The Chairman. Mr. Kelly? 

Mr. Kelly. Thank you, Mr. Chairman. 
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Mr. Chairman, I would like to inquire of you if it is inaccurate or 
emotional to be concerned that House Concurrent Kesolution 133 and 
the present bill are really just advnncinp; steps toward an encroachment 
on the independence of tlic Fed ? 

I can see this to be the real concern and the thing wo oueht to be 
talking about, about the idea of whether the banks are conti-olling and 
whether or not everybody down there is a bunch of crooks and you 
should all go to jail — is very intei-osting. But the evidence is pretty 
clear that that is not the issue. 

The real thing is, are the same people that are controlling the fiscal 
policy now going to also control the monetary policy ? 

Dr. Burns. I^t me say this: I do think that there are people in our 
country — some are Membei-s of the Congress — wlio would like to see 
the Federal Reserve Boanl open up the tap, become moiv. expansionist, 
and join the inflationists. Some inclividnals thinking along those terms 
will seek out anil perhaps devise ways of harassing the Federal Re- 
serve — that goes on. 

But, as to basic motivation, as far as this bill is concerned, I don't 
think that I know enough to exju-o.ss a i-esponsible opinion. 

Mr. Keixy. As I recall, House Concurrent Resolution 133 was passed 
in an atmosphere of — well, my colleague suggested compromise, but 
that wasn't the atmosphere I was thinking of. T was thinking that 
there was an awful lot of conversation about there liad been a recession, 
exclusively caused by the Federal Reserve Board policies and that we 
had had soaring intei-est rato.s which had been created exclusively by 
the Federal Resei-ve Board po]icie.s and the chairman and that labor, 
industry, the consumer, the Congress, liad nothing whatever to do with 
that, that we had all just been standing tliere innocent: as babes and 
up galloped the Federal Reserve Boaixl frying to wreck the whole 
country. 

Now, that is the atmosphere that T remember ; and what wo were 
trying to do is let Ongress manage the T'ederal Reserve Board and the 
moneary policy so that we would not have a recurrence of that tragedy. 

I know that you have done this several times, but I think this is a 
good point to <lo it again : Why is the independence of the Federal 
Reserve Board probably a good counterbalance, based on i-ecent 
history ! 

I>r. Burns. I^et ino say only that 1 hope to address that subject vei-y 
thoroughly on August 13, and that I will Ik- glad (o send you a copy 
of my speech at that time. 

Mr. Kelly, All right. T (hank tlie Chairnian for that. 1 liave no 
further questions and yield Imck the Imlance of my time. 

Tile Chairman. Mr. Vento? 

Mr. Vknto. Thank you, Mr. Chainnan. 

Dr. Burns, I have ](X)ked over your testimony as carefully as I could 
and T think what it lx)i!s down to is that you aiv suggesting that there, 
is a theoretical possibility of some misconduct on the part of meml>era 
of the Federal Reserve System in terms of this lobbying activity. 

Tjet's get some dates stitiiglitened out liei-e with regard to some of 
the comments you made. You suggested that the Federal Reserve 
Board adopted a code of ethics under a certain executive order and 
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then sug^sted to member units that they adopt rules and regula- 
tions implementinfT that. When did that happen? When did you sub- 
mit the code of ethics or adopt it at the Federal Reserve System ; and 
when did you send it to the Board members ? 

Dr. BrRNS. I cannot give you tliose dates. 

Mr, Vexto. Well, did it happen recently ; or is this something that 
has been around? 

Dr. BfRNS. It has been in force for years. 

Mr, Vextd. I think for the record, Mr. Chairman, that Dr, Burns 
ought to also provide the committee with some of the rules and regu- 
lations implementing this in the various member banks of the Federal 
Reser\-e System. Do you think it is important for our record to under- 
stand what types of rules and regulations exist to guide the conduct 
of these different members? 

And then second, you suggested that over the course of time there 
have been no violations of it? How do you generally enforce it; and 
again I guess we are going to have to talk in terms of generalities, 
unless you are adequately prepared to talk about speoifics. 

For instance, I think that Mr. Hanley's comments with regard to 
the comments was improper. I don't think the Federal Reserve System 
should be involved in terms of lobbying. I think that is an improper 
activity. 

Was' there any judgment rendered ? Were anv activities stimulated 
by that in terms of the thoughts and views of Members of Congress, 
who express concern such as myself regarding that activity? What 
did you do? 

Dr, Br-RNS, In preparing for this testimony. I put the question to 
my legal staff as to what conflict of interest cases have come to the 
attention of the staff over the past few years. And the response I got 
is that apart from the concerns ejspressed by Mr. Reuss regarding 
Mr. Gilpatrick, a director of the Federal Reser^■e Bank of New York, 
no serious questions concerning conflicts of interest have been raised. 

From time to time the financial disclosure statements of individuals 
indicate holdings of stocks or other investments not deemed suitable 
for Board employee:;. These investments usually have been acquired 
by inheritance, or were held by individuals before their employment 
by the Federal Reserve System. If these canot be disposed of im- 
mediately witJiont hardsltip. a more gradual disposal ot these assets 
is arranged. 

That is the answei' 1 got from my staff. But I want to amplify that 
answer, if I may. because the answer as it was prepared Irp my staff 
?^ays that apart from Mr. (xilpatrick. no serious questions concerning 
conflicts of inteiTst have Iteen raised. 

.Vs for Sir. Gilpatrick. let me only say this. When I read the report 
!>y Chairman Reiiss. my heait was filled with sorrow, Mr, Oilpatrick 
served with honor and distinction as Deputy Secretary of Defense 
under President Kennedy: he is a distinguished member of the New 
York Bar: he served on the l>oard of the Federal Reserve Bank of 
New York for fi yeai-s. part of that time ns chairman. Nothing that 
he has done is even remotely questionable. 

When I read Mr. Reuss" statement I picked up the telephone and 

called Sir. tiilparnck to tell him that my heart was filled with sorrow 

ami tliat I wanted to ujxilogize to him. He asked me why. and I told 

him that f ^v should a)Kilogize to him. and that I in the ab- 

•>f vas doing it. 
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Mr. Vbnto. Well, my time is expired. But I liave other questions 
which I will put in writing to you, Dr. Burns. And I will look forward 
to J^ur response. 

The CuAiRHAN. Mr. Graasley. 

Mr. Grasslet. Thank you, Sir. Chairman. 

In answer to Congressman Hyde's question, you stated that you 
consider House Concurrent Resolution 133 a bible. I would think that, 
as a committ«e, we could not ask for a better response from any gov- 
ernmental agency than to have that sort of respect accorded our resolu- 
tions by that aeency. 

But as a followup on that — and let me say parenthetically so you 
don't look at my questions as being unfriendly — because I basically 
appreciate the job that you are trying to do in controling the money 
supply and interest rates, but when House Concurrent Resolution 133 
was passed, did you support it ? 

Let me pose the question in another way : did you want Congress to 
pass it? And then as a followup on that, what has been accomplished 
m youriudgment by House Concurrent Resolution 133 ? 

Dr. Bttrnb. Yes; I will be very happy to answer your questions. 
When the resolution was first proposed, I objected to it; and objected 
to it with some eloquence. But the resolution as finally adopted is 
vastly different from the resolution as originally drafted. A great deal 
of discussion with Members of the Congress and the House and the 
Senate took place in working out the resolution. As finally drafted, 
I was quite pleased with it and did support it — and have supported 
it ever since. 

Tou ask what it has accomplished. I think it has accomplished two 
things — at least two things that I believe have been beneficial. Because 
of that resolution, we in the Federal Reserve are perhaps a little more 
systematic in our discussion of monetary policy than we previously 
were, or might otherwise have been, I think that is one beneficial 
result 

Another is that we do have these dialogues with the Congress. I 
look forward to Friday when we will be discussing monetary policy. 
I have learned from members of this committee, and T would like to 
think that now and then, one or another member of the committee 
may have learned something from me or from my colleagues. 

So I think it has been useful, yes. 

Mr. Grasslkt. Dr. Burns, from your judgment of 2 years experi- 
ence, has it had any bad effects? 

Dr, Burns. I would say not, 

Mr, Grassley. Then additionally, on another point, and I don't 
know whether I would ask this question just l)ecause you now appear 
before Congress because of House Concurrent Resolution 133, or 
whether it would be just to solicit a general impression from you — 
and I might be begging for an answer here — but do you see that the 
Congress, on the one hand, generally wants instant solutions, instant 
success, and instant responses whereas the Federal Reserve is looking 
more long-term ; and I quote as a basic difference one instance wherein 
there is reference to a longer-run strategj' of gradually reducing 
monetary growth rates. Will any effects of a resolution, or the enact- 
ment of a mw foree upon the Federal Reserve a greater emphasis upon 
short-range outlook than on long-range outlook? 
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Dr. Burns. T think there is a danger in that direction, yes. But T 
am not sure whether' the Iiasic concern of the Federal Reserve is so 
very ditTcrcnt from the Iwisic concern of the Members of the Congress, 

It is true that many Menibei-s of the Oongre^ss do want instajit solu- 
tions. Well, that only means they ai-e human. Some of us in the 
Federal Reserve System also would like instant solutions. But as we 
ponder the problems that concern us. we often find that instant solu- 
tions are ilhisoiy. And T think what is tnie for us is true for Members 
of the Congress. 

There is little difference. You ilemboi-s of the Cong;ress have — and I 
have the greatest sympathy for you — you have to know so many dif- 
fenuit things ; you jump from one tiling to another, and you have to 
legislate on all kinds of issues. How yon can master all the issues on 
which you have to legislate. T don't begin to understand. The scope 
of our m'tivity is much narrower. Tlierefore, we can take long-term 
interests into account to a larger degree than Members of the Congress 
can. There is that diffei-ence. 

Tlie CnAiRM.\N. The time of the gentleman has expired. 

Mr. Barnard ? 

Mr. B.\iiNABD. Thank you. Mr. Chairman, 

Dr. Burns, it's always a pleasure to have you before the Banking 
Oommitt^'e. I respect your candid, forthright and honest responses to 
the questions. 

I am conconied about a pre\'ious question that was asked. In my 
mind it left dangling the proposition that you were insensitive to this 
section T) and its application to members of the Board and officers and 
employees of tlie Federal Reserve System. Would you want to re- 
spond briefly — and of coin-se the time is getting on — about the differ- 
ence now between a legular department of Government and the Fed- 
eral Reserve System in this i-egard ? 

Dr. BtKxs. In the first place, our Federal Reserve banks are quasi- 
public and quasi-private institutions but the public interest dominates. 
Certainly, the amount of time and energy that our directors devote to 
the Federal Resei-ve. virtually without compensation, and all the bene- 
fits they have brought to the System — for example, the increases in 
productivity of tlie Federal Resei-ve System— are extraordinarily im- 
pressive, I would like to have the opportunity sometime to present the 
facts on that subject to you. 

I'm not ^saying you shouldn't subject these conscientious directors to 
the criminal code. But I am saying you should think very carefully 
about doing that and make sure you know precisely what you are 
doing before yon take a step in that direction. Otherwise it may dis- 
courage too many highly (puilified. honorable, conscientious men from 
serving their country. 

^^I■. BAHXAHn. Thank you. sir. Dr. Bums, on another subject, you 
mentioned that clas.-* B dii-ectoi-s — the appointment of class B direc- 
tors by the Board could veiy possibly correct the influence of bankers 

on the various banks 

Dr. Bi RNs, May I interrupt t That is not quite the point. It could 
cori-ect tlie mischievous interpretation concerning the influence of 
bankers. 

Mr. Barnard. Thank vou for that correction. 
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Wliat system would yon (ui vision if it was chiuigpd to go to tfm Hoard? 

Dr. Burns. Instead of the class li dircctoi-s Iwing elected by member 
banka of tlie System, tlioy roiild be apjxiitited by the Federal Reserve 
Board, jiifit as are class (., dii'eetoi's. 

Mr. Barnabo. Wliat steps would yon take if this hill was passed to 
see that all sclents of the piihlir wen^ represented? 

Dr. BtTRNS. We have ii <'omiiiitte* of the Board which devotes itself 
to this subject. They iiialce an effort to learn alKiut individuals iii differ- 
ent parts of the country wlio can serve in this capaeity. T don't know 
that we would Iwdoinjianytliinfinioiv tlian what we <!o now in makinf^ 
an intensive search. Two or thi'ee of our Board uicuiIktr devote a great 
deal of time to that. 

I do want to take this opi>or1nnit.y once ngaiii to tluink Cliainnan 
Reuss for prodding us in ceiiain liirections. We have more minority 
members ou oiir Iloards now and nion' women than we might have 
had intheabsenceof his continual interest in llie subject. 

Mr. Barnaiu). Can ii menilx'r of (lie Hoard serve more than one 
term ! What is the law on that? 

l>r. Burns. Our attorney would ]iavi> to nnswer that, \ believe that 

-Many of them serve two leinis. We have also had instances in which a 

director who had s<',rved two terms served an estni yvav or two. Moiv- 

■^vcr, I seem to re^'al! tliat one director from St, Louis served a vci-y 

^ong term. So I Iwlieve tlial. Iliere is no legal rest ri<t ion, although by 

^^ustoni we do have tlie reHtridion of two terms, 

Tlie C/UAiKHAN. The time of ( he gentleman has ex|)ired. 

Mr. Watkins. 

Mr. Wa'i-kink. Mr. ('hainnan, I'olleagucs of tlie conmiittee, and Dr. 
^lums, I appieciate your being heic. 

I would like to return onr thinking u little bit lo section 1 where I 
^laveabitof a pn>l>k'ni. In (he |>!ist before I came loCongiess, I was in 
■^he honiebuihliug business for a decade or .so. I'lobably Ihe honut- 
Imilding business — and lliis .should lx\ very much in the knowledge of 
this conunittei! since we deal a great deal witli honiebuilding is one of 
tile most sensitive industries to the uionelaiy policy of this country. 

I am having some diflicnlty willi the fuel tliat liaving a group esti- 
Jiiate and project, in my opinion, niiglit have a rcvei'se effect on the 
investment nature of business iin<l j)rivate hidustiy in tljjs country. We 
lave a little bit of it lo a snnill degree now la'causi- sometimes they 
waittostw what is going to ha])pen. 

Rut I think it would have a Iri'ijiemlous vviiit~aiid-see attitude by a 
lot of iK'f)ple on how they hit going to invest their capital if this is In- 
jected into the monetary flow, el i-elera. 

r have two questions. Do yon feel ihat lo some degree there, would 
'•e what I call a Vo-Vo clfeci on invest iiienl, by l)usines.-i people having 
Oioraof an up-and-down situalioTi? AtwI second, if this is true. T Ihink 
*Q'ro probably on the lliri'shold of (>p<Miing up to some degree stmie 
">Unipulation of Ihe monetai'v inveslmenisof thiseounlry. 

So this is something that in my judgtnent. I have some degree of 
llteotion alM>ut, but 1 would like for you to elaborate upon those two 
f^^rtieularquestionatlml I have in my own mind. 
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Dr. BuRxs. I tliink I can give you an informed answer to your ques- 
tion, at least in part. 

AVe at the Board and the FOMC don't forecast interest rates. We 
don't vote on interest rates, Tliere is nothing like that. Our staff, how- 
ever, does make systematic projections continuously — for a month 
ahead, a year ahead, a year and a half ahead. 

We have in the Federal Reserve, I think, an extraordinarily able 
group of professional economists, well-trained and highly skilled peo- 
ple. Their forecasts of interest rates at times have been miserable, just 
as the forecasts of private bankers and private economists in this area 
have often been way off. 

If we had adopted the projection of our staff and publicized it, we 
might at certain times have discouraged investment in the country 
extensively, and we would have been mistaken in our judgments. We 
liaven't done that, fortunately. So tliere is a very real danger of the 
sort that you liave just defined. 

The Chairmax. Tlie time of tlie gentleman has expired. 

Mrs. Fen wick, 

I would i-emind membei-s tliat wo do want to allow the chairman to 
go at 12 :45, if at all possible. 

Mrs. Fenwick. Thank you, Mr, Chairman. I will be brief, 

I am startled that we passed so lightly ovei- what I should think 
would be the governing policy of the Federal Reserve Board, The 
bill speaks of pi-omoting maximum employment, production, and price 
stability. Biit I am puzzled that there is no mention of what I would 
think is the Federal Reserve's prime responsibility, to promote a sound 
banking system, and a stable monetary situation so that people can 
live and invest in this country. 

Is there nowhere in the mandate to the Federal Reserve that this 
should be what they are. supposed to do? 

Dr. BuHxs. You liave aslced a very good question. And I must say 
that I did not think of oui- responsibility in this area in the context 
of section 1. T was thinking of section 1 as an improvement over the 
language of the Employment Act. As a general statement concerning 
broad, economic objectives, it is an improvement on the language of 
the Employment Act. 

I didn't mean to go beyond that. A member of my staff has just 
handed me a copy of the Federal Reserve Act. The purpose as stated 
at the beginning is "to provide for the establishment of Federal 
Reserve hanks, to furnish an elastic currency, to furnish means of 
I'odiscounting commercial paper, and to establish a more effective 
supervision of banking in the United States, and for other purposes." 
So we are governed by law in this area. 

But I think that if the Congress is going to rephrase objectives, it 
might be veiy useful to cover — as one of our responsibilities and one 
of the objectives of the Congress — the maintenance of a sound banking 
system, 

Mrs, Fenwick. I should think the promotion of employment should 
be tlie business of Congress. But the Federal Reserve, T am glad to 
see, has concern about it. Thank you. 

I wondered what is the erratic component in velocity that you re- 
red to several times. 
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Dr. Burns. One falls into technical language. If you were to plot 
velocity on a chart, quarter by quarter, you would find that it exhibits 
an underlying, upward trend. You would find also a cyclical move- 
ment which reproduces more or less faithfully the business cycle in 
the country. You would also find a jagged contour in the curve quarter 
by quarter; I was referring to these jagged contours quarter by quarter 
when I spokeof an erratic component in velocity. 

Mrs. Fenwick. 1 did want to ask a couple of other questions con- 
cerned with this lobbying. For example, we are often telephoned by 
members of the executive and I have never considered that improper, 
because it never occurred to me that any member of an executive de- 
partment or the Cabinet would profit by tlie measures that they were 
either proposing or protesting. The only way it would seem to me to be 
true of the Federal Reserve bank lioards would be that there are three 
members that are bankers, and conceivably the assets or the profits 
of those institutions might rise or fall, depending upon some legislative 
action. 

There are three bankers on each board, but what proportion of the 
boards are they ? 

The Chairman. The time of the gentlewoman has expired. 
I am anxious to enable the Chairman to depart so he will make his 
date. If he wants to answer this for tlie record, I'ather than now he is 
*iortainly welcome to. 

Dr. Bdknb. My answer is short. Bankers constitute one-third of each 
"Oard, as defined by law. 
Mrs. Fenwick. Thank you. 

The Chairman, Now, Mr, Steers, Mr. Evans and Mr. Caputn, I ain 
Sj>ing to recognize you, and I am soiry that the time lias mn as it has. 
Therefore, to the extent that j'ou can, put your que.stion to Di', Burns 
^o be answered for the recoi'd. That would be lielpfnl, AVe will call 
■Or, Bums back this afternoon if you desire. 
Mr. Steers. 

Mr. Steers. Well, very quickly, I would start by saying I'm glad 

*•* hear your favorable attitude towai-d House Concuri-ent liesolution 

133, and I would like to dissociate myself from an eailier comment 

^hen one gentleman said he was shocked at your insensitivity. And 

I find that something that I don't want to allow to 1k! passed without 

Comment. I simply am not at all shocked. I appi"ove of your attitude. 

However, on page +, where you allude to section 1. you sav that the 

expectations voiced by the Board at a quarterly hearing niiglit change 

a week or a month later. And in any event they jnight even be mistaken. 

II certainly believe that is true. 
But don't you think that those who listen might know that the 
opinions expressed might be wrong, and might be changed ? And don't 
yon think that this committee in listening to such views might learn 
to he at least almost as smart as the people who listen to these opinions 
already* 
Dr. Burns. You know, I have lived many years. There are all kinds 
of people in this world, and that is what makes life so inteivsting and 
30 worthwhile, I have had men who run large enterprises in this coun- 
try come to my office and look me straight in the eye and say. in eflfect, 
if you would only share witli me your vision of the future; if you 
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would only do that, what a bright future I as the head of my oompany 
would have then; that is nonsense.. But people — some people — believe 
all sorts of things, and we at the Federal Reserve must not mislead 
members of the public. That we must not do, since s<wne people do take 
our word so seriously, they could make fortunes or lose fortunes. 

If you say that they shouldn't take our word so seriously, I would 
say that sometimes tliey will and sometimes they won'L But we could 
do a lot of damage to individuals and we ought not to do that. 

Mr. Steers. Well, would it be fair to say that although your desire 
not to mislead the public is commendable, the publics desire to know, 
and this Congress' desire to know — to learn what your opinions are — 
is also important? And wouldn't people rather quickly learn how 
fallible even the Federal Open Maiket Committee or the Federal 
Reserve Board is? 

Dr. Burns. Perhaps, but I would not like to undertake that experi- 
ment. It might be very costly to our country. 

Mr. Steers. One last question then, on velocity. You particularly 
singled it out as being ^ery hard to predict. I am sure it is. On the 
other hand, you have certain economic objectives. Certainly the admin- 
istration has an objective with regard to the GNP, and you already 
make known your views on various monetary aggregates. 

Is it really going to be damaging to havB the expertise of your 
organization mei-ely carry out the calculation of velocity — even if it 
is to some degi-ee a guess. Could you not carry out the division of the 
GNP by the monetary aggregate that you are projecting in order 
to come up with your estimate of velocity? 

Dr. Burns. T do not think that the Federal Open Market Committee 
as a gioup has the expertise. In a better world, perhaps in a perfect 
world, we might. 

Mr. Steers. Mr. Chaii-man. T would love to pui'sue it, but T imagine 
my time is up. 

The Cii.MRMAN. Ijet me now converse with our witness. 

It is now 12 minutes of 1. The witness would like to be on time for 
his luncheon date. T hear no dissMit. 

Mr. Evans, Mr. Caputo, and Mr. Wylie have not had an oppor- 
tunity — let me ask what their wish is. AVe can ask Chairman Bums to 
come back Liter this afternoon. 

Mr. EvAXB nf Delaware. Mr. Chairman. I don't expect Dr. Burns 
to come back this afternoon. T had some questions, but I will ask them 
of Dr. Bums, personally. 

But T would like to make one comment relating to integrity and 
relating to legislation. T think there's a great deal of a lack of con- 
fidence in Government today, generally speaking, and you can't 
legislate integrity. And what von have been able to do to improve the 
integrity and the credibility of Government, T think has been magnifi- 
cent. .\nd if we had more like you. we would be a lot better off in 
this country. 

Dr. BrRx.i. Thank vou verv much. Mr. Evans. 

The CnAiRirAx. Mr.'Caputo? 
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Mr. Capdto. Mr. Chaiiinan, I would not presume to think any ques- 
tion I might ask would be moi-e inipoitnnt than Dr. Bums's time. And 
so, of course, I would ajfree with your suggestion that we let liim go, 
and not come back. But I would like to indicate that this is about the 
fourth time it lias happenetl to nie, and it sort of discourages me 
from attending meetings, and preparing for meetings. If there were 
some way to divide the time more equitably, T sure would appreciate it. 

The Chairman, Well, I am entirely sympathetic to the gentleman. 
I have tried to move things along so we could do that, and have been 
unsuccessful, but I shall try to make it up to the lower row, who have 
t)een very faithful. 

Mr.Wylie? 

Mr. Wtlie. Mr, Chaii-man, I might say I clipped out to answer the 
phone for a minute and missed my turn. I would like to submit four 
questions for the record, and T would not awk that T)r. Burns come 
back this afternoon, either. 

Do you plan to wait for the record to come back for responses to 
his questions before markup? 

The Chairman. We ha\-c stJieduled markup for tomorrow, so the 
answer would be "no." 

Mr. Wylie. So it doesn't matter whether we put the (juestions in 
the record or not, as fur as thi.s bill is concerned. 

The Chairman. Well, it is veiy important that thoy be in the record, 
for the Rules Conimittx>e and for the floor. 

[Chairman Burns submitted the following responses to written 
questions submitted by Congressman Wylie:! 
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Que«tlop 1 

Dr. Burns, tvo pcowisions of H.H. 8094 ar. 
me, and I wonder if you share my concern. The first refers to the 
language on page 21, line 9, where public notice Is to be given to 
thU Comnlttee of the proposed composition of Che Federal Reaerve 
portfolio for the nest 12 montha. I note in your Iate»t bulletin that 
ve are talking in terms of 91 to 100 «illion dollar* worth of invest- 



A, Do you thiok the advance notice of purchases by the 
Federal Open Market CommlCtee would have an affect on public reaction 
to the investmenCa in goverrauBnt obligation* as well as private invest- 

Answer : Aa I indicated in my formal testimony, advance notice 
of the intended composition of Federal Reserve securities acquisitions 
would have an iiiq)act on the maturity structure of interest rates. 
Investors learning of these plans might attempt to buy securities in 
those maturity areas in which the System indicated it intended to 
concentrate its purchases. As a result, the structure of current Interest 
rates on both public and private securities would shift in a way that 
would reflect the market's anticipation of future Federal Reaerve open 
market operations. Thus, the structure of rates might be leas reflective 
of the underlying conditions of supply and demand actually prevailing. 
Such discounting of future Federal Reserve operation*, moreover, may 
prove invalid. Frojectiona of Che course of the economy are subject 
to a great deal of uncertainty, and, as events unfold, the Federal 
Reaerve could well find that a responsible monetary policy would 
require revision of its planned pattern of security acqulBitions . 
Thus, Che Federal Reaerve mlghc be faced with the dilemma of either 
having to carry out a plan of aecurlty acqulaltion chat la no longer 
appropriate, or of adopting a new plan at variance with market expecta- 
tions derived from previous Federal Reserve announcements. 
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_____ : security InvesCnenCs and oCheri 

^Uted b - - ■ . . - 

Anwer : It li genarally agreed in the financial conounity 

lut the co^ioiitioa of Federal Beaerve purchsiea of Treaaury aecurltlei 

eta influence die nacuricy atruccure of Intersat ratca on both Treaaury 

'^ private aecurltie*. Hoiiever, very large chaogea in compoaltlon 

°f the Syacea'a portfolio probably vould be neceaasry to bring about 

' "ukatanttal ahift in the telstive levela of yields on securltica 

"ICb different teriM to oaturity. 
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A. Uhat are the mechanics of Chis "Inf luenceT" 

Answer: The Federal Reserve !■ able to exerc an influence 
on Interest rates, particularly In the very short run. Thla Influence 
flows primarily from the System's ability to control the volume of 
Che reserves available to the banking system. For example, vhen the 
System cuts back on its provision of reserves through open market 
operations, this tends to put upward preaaures on short term interest 
rates In the money market. These preaaures then tend to spread into 
other sectors of the credit markets. 

B. Arr the Interest rates Influenced the ones in the bond 
marki;!., moaey market, st«'k market or for private CransactlonsT 

AnswL T : Ordinarily, the impact of the System's acclooa is 
uDSt pronounced on short term interest ratea. Bond and stock market 
yields, often--buE by no means always--tend to move together with 
short-term yields; but in any event, the movements In longer-term 
yields are generally of much smaller magnitude. 

Although the Federal Reaerve is able to influence interest 
rates in the very short run. It Is unable to control either the level 

leas extended time periods, interest rates are determined by fundamental 

factors such as the productivity of capital, the willingness of people 

to save out of income, and expectations on the likely course of inflation. 
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QuotloD 3 

AnoUwr part of the bill which especially bathera me U 
Section ft. Innocent eomniunlcat ioni could be In technical violation 
of Che law. It leema to me that the action! of the Federal Reserve 
Board and dlBCUialona of any legislation that affects the Federal 
Reserve Board and our banking Bystem, are widely reported by the 
varioua news media throughout chla country. 

A. Isn't It poialble for bankers a* well ai the public 
to learn by reading the newspaper or listening to the radio or 
watching television of pending legislation anyhow? My point Is 
that we ate attempting Co place an unconscionable burden on Members 
of the Board of Governors, Directors, or employees to divulge informa- 
tion which would otherwise be known. 

Answer: It Is, of course, entirely possible that be 

or others night learn through the press of a Federal Reserve p 

on pending legislation and then Independently comminlcace thel 

views to sanbert of Congress. In such a case It could be argu 

the very expression of Federal Reserve views constituted a con 

to bankers "to Influence legislative actions". Such an argument would 

obviously be strained and unrealistic, but It Indicates the poter 

mischief of the proposed prohibition on "lobbying" coDcunicationi 

also suggests that perfectly legitimate and Importactt comnunlcatlons 

night be inhibited in order to avoid such a charge. 
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You have coimenced on thiM before In these hearings but vould 
yoa object to hsvlng a neutrsl CongressloosI observer, or tvo at the 
Federal Open Harket Coimlttee HeeClngs? 

Answer ; As I have previously told the House Banking CoiBnlttee, 

I vould welcome an informal meeting of menfcers of the Congress vith 
meidiecs of the Board and Reserve Bank presidents. However, the presence 
of outside observers at FOMC meetings could have an adverse Impact on 
what is a truly deliberative process, uhere views and opinions prior 
to fonmilaEion of a final Comittee position are exchanged freely and 
with the understanding that such views and opinions are subject to 
reversal or modification. The presence of an outside observer would 
tend to inhibit this free exchange, so that a representative meeting 
would not in fact be observed. 

Aa you know, I have frequently explained the process of the 
Open Market Coranittee's deliberations. Our record of policy actions at 
a meeting ia now released a few days afcer the next regularly scheduled 
Beeting of the ComalCtee, and thus keeps the Congress and the public 
fully informed about monetary policy decisions. 

Finally, the presence of a Congressional observer at FCKC 
meetings would, I fear, offer a potential for converting what 1* 
presently Congressional oversight of monetsry policy fomulation into 
Congressional participation in that process. 
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^^^r. Stanton. Mr. Chairman, do I understand this is the last bill, 
tl*.^ii, out of our committee this year? 

niie CsAiRifAN. This, and another bill scheduled for markup session 
tomorrow, a bill sponsored by Mr. Lundine. 

IMr. Stanton. I just wanted to make sure, because the chairman of 
il\.& subcommittee is here, Mr. St Germain and Mr. Rousselot. If I 
could have Uieir attention i 

The Chairman. With the exception of the regulation Q legislaticm. 

Mr. Stanton. Well, we can't do the international banking, then. It 

'was said earlier that we had to meet before the August recess in order 

t<» get a bill on the House floor. Speaker O'Neill has said we have to 

liave the bill out of committee. 

The Chairman. Thank you very much, Dr. Bums. We appreciate 
your attendance. 

Ifow if we can continue our colloquy, would the gentleman yield 

Mr, Stanton. Surely. 

The Chairman. An exception from the August 6 date has been 
''l>tained from the leadership with respect to the regulation Q bill and 
"•e international banking bill, 

Afr. .Stanton. You could not get it for this bill, though? You tried, 
''l^i you just couldnt get it through? 

y. mean, somebody asked down below, I was asking a couple of 
^embers on our side : Is this the last bill out of our committee, this 
^ill, because you made the statement that legislation, according to the 
'=*5ieaker, had to be passed out of committee. 

The Chairman. With the excpptions I have just enumerated. 
Mr. Stanton. But you did not name any exceptions before, so I do 
^*<^t know what the answers to the people on our side would be. 
p^ The Chairman. Well, those are the exceptions, and that is not a 
"^ "»Tn commitment. It is just that they are not automatic. 

If there is no further business, we will stand in recess until 2 o'clock. 
[Whereupon, at 12:50 p.m.. the hearing was recessed, to reconvene 
**-t 2 p.m., this same day.] 

AITBRXOON SESSION 

The Chairman. Good afternoon. The House Committee on Banking, 
T^'inance and Urban Aflfairs will be in order for a continuation of its 
"hearings on H,R, 8094. 

We are happv to have with up this aftemoon Jon Brown of the 
Public Interest Kesearch Group, and David Cohen, president of Com- 
mon Cause. Both of you have prepared very helpful written state- 
ments which, under the rule and without objection, will be received 
in full into the record. 

And now we would like to ask you to proceed in your own way. 
Mr, Cohen. 

STATEMENT OF DAVID COHEN, PRESIDENT, COMMON CAUSE, 
WASHINGTON, D.C. 

Mr, Cohen. Thank you, Mr. Chairman. 

What I will try and do is summarize my statement so that we can 
have more time for discussion. I have some additional items that I 
would like to insert in the record at the appropriate time. 
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At the heart of our position in support of various sections that we 
have commented on H.R. 8094 is the recognition that the Federal Re- 
serve System and the Federal Keser\'e Bank plays a powerful role 
that is currently largely unrestrained by the political process. 

And while we understand fully the need for insulation from politics 
is considered by some to be necessary in order to insure sound monetary 
policy, whatever one's view is on that question, the Federal Reserve 
Bank and the Federal Reserve System should not be excused from the 

Srinciples of accountability which the political process requires of 
ovemment. 

No agency or institution should be exempt from such accountability, 
and currently the. Federal Reserve System and its boards are not part 
of a serious accountability system. 

We believe that H.R. 8094 will help clarify the Fed's duty to serve 
the public interest. What I want to deal with, Mr, Chairman, is some 
of the discussion that exists over the various directors that appear 
under the Federal Reserve System. And I particularly want to talk 
about the class A, class B, and class C directors, with a focus on the 
class C directors, and a comment on the class B directors. 

I noted today, in reading Chairman Bums' testimony, that he 
thought the Federal Reserve Board ought to appoint the class B 
directors. And that, theoretically, makes sense only if the Federal Re- 
serve Board will follow a system of really seeking out people, and 
having a full and open appointments process in making such 
appointments. 

So far. the record of the Fed — where it has been responsible for 
appointments — has been a shabby and a shoddy one. So, while we 
agree that the Federal Reserve should be sensitive to the concerns of 
business, we believe it must also consider the points of view of labor 
and consumer groups. 

The domination of class C directors by business and banking inter- 
ests is particularly disturbing in light of the membership of the 
Federal Advisory Council, which by .statute has tJie power to confer 
directly with the Board of Governors on general business conditions. 

And although this statute is silent as to qualifications for appoint- 
ment to the Advisor^' Council, in practice membershh) on the Council 
seems to be limited to individuals from banking or big business. 

Of the 9 individuals on the 12-member council whose backgrounds 
we could identify, all but one is the cliairman or chief executive officer 
of a bank. The ninth individual is vice president of an oil company. 

The Federal Resen'e Act contemplates a balanced representation of 
interests concenied with monetary policy. Implementation of the act, 
however, has ignored that balanced approach. In effect, the Federal 
Reserve System has all the earmarks of a kept agency. Banks under 
the Fed's regulation have become part of the Fed's regulatory 
structure. 

So, we support, the various appropriate sections of the bill, and I 
would like to insert in the lecord^and I have copies for the commit- 
tee—a list of members who are class C directors whose companies have 
admitted to the fact that thev made questionable foreign payments, 
and yet these people seive as directors of class C directorates. 

Our source for these are the 8(k) reports filed with the Securities 
and Exchange Commission, At the minimum, it raises serious ques- 
tions as to whether such directors who have directorial responsibility 
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in the businesses that they are involved in should even serve as class C 
directors, but I think it also makes thp point quite clearly — to nie, at 
least — that the Fed does not engage in a serious deliberative oi)en- 
appointment system to its class C dii-ectors. 

I would like to comment on the lobbying activities of the Federal 
Beserve, because I think here we have the snarpest disagi-eement with 
Chairman Bums' statement this morning. 

It seems almost as if Chainnan Bums is seeking a pi-eferred posi- 
tion for the Federal Reserve System, as it applies to lobbying and 
other matters of accountability. No one liere is questioning tlie in- 
tegrity of Chainnan Bums or tlie other members, but he constantly 
talks about why the Fed ought to be exempted from basic accounta- 
bility systems. 

And those of you who i-emcmber the battle on the "Sunshine" law 
just last year when Congress Hnally enacted the Government in Sun- 
shine Act, which became effective upon Marcli 12th, the most pei-sistent 
^Dpponent was not anyone on the Hill, it was not anyone in tlie ^Vhite 
^Kouse, but it was Chairman Bums. 

He constantly sought extrfl exemptions. And some of his exemptions 
:*nay have been legitimate, but every time the Congress or the com- 
^^nittee responded to one of his concerns, he had another set of demands. 
The Fed ought to be covered by lobbying disclosure and lobbying 
::v%gulations. Excert)ts fn>ni the niiiuites of various meetings of the 
^^Xoard of Directors tliat Chairman Eeuss i-ead into the Congressional 
^^3lecord on May 24tli, raise important questions about the way in which 
"^he Fed wields its power. 

The minutes document extensive manipulation of the boards by the 
^Governors to genei-ate grassroot opinion on legislation before Con- 
.^rress. They did that in the Government in Sunshine law, where we 
^£ave direct experience. The Seiiatoi-s and tlieir staffs (old us about it; 
^I^ouse Members and their staffs told iis about it. 

Because of a quirk in the law, tlie Fe<l is not coventl hy existing 
^Statutes which prohibit Federal agencies from engaging iii lobbying 
activities. Since the Fed is not appropriated funds by the Congress, 
~but supports itself by assessments from member l>anks. it is te<'hnicolly 
exempted from the lobbying prohibition. 

Now the Fed used this loophole to mount a massive grassroots lobby- 
ing campaign in opposition to legislation which would have subjected 
"the Fed to a greater degree of outside scrutiny by authorizing GAO 
«udits of its activities. 

The minutes — record of Governor Mitchell's i-emarks to the Chicago 
Tederal Reserve Board alK>iit the possible amendments to the bill 
"which would make it more palatable to the Fed, and his commenda- 
tion of the directors for their help in contacting Memlx-rs of Congress. 
3a one evidence of such activity. 

Following his — Governor MitclielJ's — remarks, Robert Mays, the 
■president of the Chicago Reserve Bank, called on the dii-ectors to make 
telephone calls to encourage support for the Federal Reserve position. 
Although the Fed is technically exempted, the spirit of the law 
Prohibiting lobbying is clear. We agree that the Fed's loophole must 
be closed. And I think there is a clear difference between lobbying, 
and the normal kinds of communications that ought to go on l)etween 
an agency and the Congress. In no way would we inhibit that 
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As a regulatory agency, any communication from the Fed to those 
it regulates about legislative or executive lobbying has implicit in it 
the fact that the Fed can grant or withhold favors. These communi- 
cations do more than merely disseminate information. 

Wliat is particularly misleading about the Fed's activities in this 
area is the resulting appearance of grass-roots support for a particular 
legislative position. 

There is no way for a Representative or a Senator to know whether 
the bankers in his or her district or State oppose a particular bill on 
its merits, or because they are afraid they will be turned down at the 
discount window. 

Therefore, we would strongly support section 4 of H.R, 8094, and 
we recommend that a similar prohibition be placed on other agencies 
for whom Congress does not appropriate funds, and which are within 
this committee's jurisdiction such as the Federal Home Loan Bank 
Board, the FDIC, the Comptroller of the Currency, and the National 
Credit Union Administration. 

In addition, we urge that the committee include both civil and 
criminal penalties for violations. A mere "prohibition" is just horta- 
tory language, and it has just not worked. 

I want to stress the need for civil penalties, because that, I think, 
makes matters enforceable. In addition, Common Cause strongly sup- 
ports section 5 of the bill, which would resolve existing ambiguities 
in the law, as to whether Federal Reserve Bank directors, officers, and 
employees are within the scope of 18 U-S.C. 208. the criminal statute 
on official acts, which affect a personal financial interest. 

Not only should class A directors be covered by the law, but we 
believe the directors who should not be permitted to make any de- 
cision which would specifically affect only their banks. 

We believe that, as the law presently operates, it subjects these offi- 
cials to the criminal law. That is not sufficient. Such officials should 
be i-equired to make public financial disclosure statements. They 
should be prohibited from contacts with the reserve banks and the 
board of governors for at least 1 year after leaving their positions, 
and should be subject to 18 IT.S.C. 207, the criminal post-employment 
statute. 

And we urge that, during the consideration of the ethics and finan- 
cial disclosure legislation that is currently moving through the Preyer 
committee, this committee make every effort to insure that reserve 
bank directors and officials, and employees, are included within the 
scope of that legislation. 

Finally, of course we support the notion of Senate confirmation for 
the Chairman of the Board of Directors of the Board of Grovemors. 

I am glad that Chairman Burns supports this, but the only caution- 
aiT point I want to make is that changing the ground rules to require 
Senate confirmation doesn't really get you very far down the road to 
the heart of the problem. 

The heart of the problem is : Who serves as class C directors! What 
the appointment process is on class B directors, if the Fed is to do it; 
and to begin to put the Federal Reserve System under an accounta- 
bility system as it applies to lobbying activities and conflict of interest. 
Thank you. 

[Mr. Cohen's prepared statement on behalf of Common Cause 
follows :1 
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Hr. Chairman, I appreciate this opportunity to testify 
on behalf of Common Cause on H.R. 8094, a bill which would 
make the Federal Reserve System more accountable to Congress 
and the public. I want to commend this Committee for its 
continuing efforts in this direction. 

The Federal Reserve System occupies a unique position 
in our government's structure. Unlike virtually every other 
agency, the Fed's operations are subject to little Congressional 
and Executive Branch control. For example, it is not dependent 
on appropriations from Congress, nor is it subject to GAO 
audits. The extent of its "independence" is brought home by 
the fact that even Presidents hesitate to publicly criticize 
its actions. 

The Fed's peculiar status, coupled with its enormous 
authority over the nation's econon^, gives the Federal Reserve 
a powerful role largely unrestrained by the political process. 
While insulation from politics is considered necessary by 
some in order to assure sound monetary policy, the Fed should 
not be excused from the principles of accountability which 
the political process requires of government. No agency or 
institution should be exempt from such accountability. Currently 
the Federal Reserve System and its Boards are not part of a 
serious accountability system. 

We believe that H.R. 8094 will bring accountability to 
the Federal Reserve System, and will help clarify the Fed's 
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duty to Berv« the public Interest. The public's interest 

cannot be served by looking solely to corporate board rooms ■ 

for Infomation and advice. 

I. 

Structure of the Federal Heserve Systeni 

The Federal Reserve System has three components: the 

Board of Governors, the Federal Open Market Committee, and the 

12 Federal Reserve Banks and their branches. The Board of 
Governors influences credit conditions and supervises the Federal 

Reserve Banks and the member banks. The Federal Open Market 
Committee, on which five Reserve Bank presidents serve, directs 
the purchases and sales of securities to regulate the money 
supply, which in turn influences credit conditions. 

The Reserve Banks have important responsibilities at 
both Federal and State banking levels. They help determine 
. discount rates, report on "problem" banks in their districts, 
and provide representatives to the Federal Open Market Commit- 
tee. Federal Reserve Chairman Arthur Burns has noted the 
important contribution of the Reserve Banks to the Fed's 
grass roots information collection system. For the Board 
of Governors and the FOHC, the Reserve Banks are the first 
line of contact with economic developments across the nation. 
By statute, each Reserve Bank board is composed of three 
classes of directors. Class A directors are elected by and 
serve as representatives of the stockholding member banks. Class 
B directors have been the borrowers' representatives and must 
be actively engaged in industry, commerce or agriculture. They, 
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too, are elected by the member banks. Class C dirt 

supposed to be the public's representatives, and are appointed 

by the Board of Governors. Class C directors, like Class B 

directors , may not be officers, directors, employees or 

stockholders of any bank. 

Interlocks with Big Business 

The study released by this Committee in August 1976 revealed 
that, in practice, there is little difference between Class A, 
Class B and Class C directors. Of the 35 Class C positions 
filled at the time of the study, 14 individuals had backgrounds 
in banking, 15 in industry, and only 6 -- less than 201 — 
could be said to represent another point of view. Some of 
the corporations represented on the "public's" slate through 
their officers, directors and law firms are Kennecott Copper 
Corporation, Westinghouse Electric Corp., First National City 
Corporation, General Mills, Inc., and Honeywell, Inc. The 
list is a condensed version of Who's Who in Big Corporate 
America. Agriculture is represented by a Kentucky farmer who 
also happens to be president of a bank. Labor and consumer 
representatives are conspicuously absent. 

While we agree that the Federal Reserve should be sensitive 
to the concerns of business, we believe it must also consider 
the points of view of labor and consumer groups . The domination 
of Class C directors by big business and banking is particularly 
disturbing in light of the membership of the Federal Advisory 
Council, which by statute has the power to confer directly with 
the Board of Governors on general business conditions. Although 
silent as to qualifications for appointment to 
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the Advisory Council, in practice, membership on the Council 
■••ns to be limited to individuals from banking or big business. 
Of th« 9 individuals on the twelve-member Council whose back- 
grounds we could identify, all but one ie the chairman or 
chief executive officer of a bank. The ninth Individual iB 
vice president of an oil company. 

The Federal Reserve Act contemplates a balanced represen- 
tation of interests concerned with monetary policy. Implemen- 
tation of the Act, however, has ignored that balanced approach. 
The Federal Reserve System has become a kept agencyi banks under 
the Fed's regulation have become part of the Fed's regulatory 



As the Class B and Class C directors comprise a major link — 
however indirect — that the public has to the nation's monetary 
policymaker, it Is lu.perative that it not be subverted. Infla- 
tion, unemployment, housing, credit — all of these are matters 
of vital importance to consumers. Decisions on these issues 
must not be left solely to bankers and corporate executives. 

Common Cause strongly supports sections 2 (b) and {c) of 
H.R. 8094, which would restore that balance by emphasizing 
that Class B and Class C directors are to represent the public. 
and not exclusively the lenders and borrowers. Individuals 
appointed to be Class B or Claes C directors should be distin- 
guishable from the persons appointed to be Class A directors. 
We reject the idea that appropriate talent and expertise can 
be found only in standard i Poors or Martindale K Hubbell. 

The August 1976 study also found that the Board of Governors 
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apparently does not include women or minorities in its defin- 
ition of the public. At the time the study was completed, no 
women served on the boards of the Reserve Banks, and only six 
on the boards of the branch banks. Minorities had only token 
representatation. 

As of June 1977, a greater number of women and minorities 
are serving on Reserve Bank boards. We believe that this 
improvement is largely due to this committee's work in 
revealing the Fed's poor record. Nevertheless, additional 
steps can be taken. 

Section 2 of H.R. 8094 would amend the Federal Reserve 
Act to prohibit discrimination in the appointment of persons 
to serve on the boards of directors of the Reserve Banks. We 
fully support this provision. 

We recognize, however, that such prohibitions are not 
self-executing . It wi 11 be the obligation of this Committee 
to continue to monitor appointments, a process in which we 
would be happy to assist. 

II. 
Lobbying Activities of the Federal Reserve 

Excerpts from the minutes of various meetings of the 
Boards of Directors which Chairman Reuss read into the Congres - 
sional Record o n May 24 raise important questions about the way 
in which the Fed wields its power. The minutes document exten- 
sive manipulation of the boards by the Governors to generate 
"grass roots" opinion on legislation before Congress. 

Because of a quirk in the law, the Fed is not covered by 
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existing statutee which prohibit Federal agencies from engag- 
ing in lobbying activities. 18 U.S.C. 1913 prohibits the use 
of appropriated funds for lobbying activities. Since the Fed 
is not appropriated funds by Congress, but supports itself by 
aBsessments against member banks, it is technically exempted 
from the lobbying prohibition. 

The Fed used this loophole to mount a nassive grass- 
roots lobbying campaign In opposition to legislation which 
would have subjected the Fed to a greater degree of outside 
scrutiny by authorizing GAD audits of its activities. The 
minutes record Governor Mitchell's remarks to the Chicago 
Federal Reserve board about possible amendments to the bill 
which would make it more palatable to the Fed, and his commen- 
dation of the directors for their help in contacting Members 
of Congress. Following his comments, Robert Mays, President of 
the Chicago Reserve Bank, called on the directors to make tele- 
phone calls to encourage support for the "Federal Reserve pos- 
ition." 

A similar lobbying effort to exempt the Board of Governors 
and the FOMC from the Government in the Sunshine Act also 
took place. According to the minutes of the December 11, 1975 
meeting of the Chicago Reserve Bank Board, President Mayo asked 
'each director to think about possible contacts to explain 
Federal Reserve concern and indicated that Mr. Larson (senior 
vice president, general counsel, and secretary to the board ol 
the Chicago Fed) would be in touch with each director tomorrow 
as a follow-up." 
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Although the Fed is technically exempted, the spirit of 
the law prohibiting lobbying is clear. We agree that the Fed's 
loophole must be closed. 

As a regulatory agency, any coimnunication from the Fed 
to those it regulates about legislative or executive lobbying 
has implicit in it the fact that the Fed can grant or withhold 
favors. These communications do more than merely disseminate 
information , 

What is particularly misleading about the Fed's activities 
in this area is the resulting appearance of grass roots support 
for a particular legislative position. There is no way for 
a Representative to know whetherthe bankers in his or her 
District oppose a particular bill on its merits, or because 
they are afraid they will be turned down at the discount window. 

Common Cause strongly supports section 4 of H.R. B094, 
which would prohibit officials and en^loyees of the Federal 
Reserve System from communicating with any director, officer 
or employee of any institution subject to the regulatory authority 
of the Fed in order to influence legislation affecting the 
Federal Reserve System. 

He recommend that a similar prohibition be placed on 
other agencies for whom Congress does not appropriate funds 
and which are within this Committee's jurisdiction, such «s 
the Federal Home Loan Bank Board, the Federal Deposit Insurance 
Corporation, the Comptroller of the Currency, and the National 
Credit Union Administration. 

In addition, we urge that the Committee include both civil 
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and criminal penalties for violations. A mere pEOhlbltion ia 
not enough; the prohibition nuat be enforceable. 

III. 
Conflicta of Interest 

Conraon Cause strongly supports section S of the bill, 
which would resolve existing ambiguities in the law as to whether 
Pedoral Reserve BanX directors, officers, and employees are 
within the scope of 18 u.s.c. ZOS, the criminal statute on 
official acts which affect a personal financial interest. We 
fully agree that these individuals should be covered by the 
law, particularly Class A directors, who by statute must be 
bankers. These directors should not be permitted to make any 
decisions which would specifically affect only their banks. 

The potential for the unsatisfactory resolution of conflicts 
of interest is demonstrated by the minutes of the meeting of 
the New York Reserve Bank directors on October 7, 1974, in 
which a director is recorded as voting on a resolution affect- 
ing one of his law firm's clients. 

In our view, subjecting these officials to the criminal 
laws is not enough. They should be required to make public 
financial disclosure statements, should be prohibited from 
contacts with Reserve Banks and the Board of Governors for 
at least one year after leaving their positions, and should 
be subject to Ifl U.S.C. 207, the criminal post -employment 
•tatute. We urge that during consideration of President 
Carter's ethics and financial disclosure legislation, this 
Cooaiittee make every effort to insure that Reserve Bank 
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directors, officials and eirplayees are included within the 
scope of that legislation. 

IV. 
Senate Confirmation of the Chairman of the Board of Governora 

Finally, Common Cause supports section 3 of H.R. 8094, 
which would require that the Chairman of the Board of Governors 
be confirmed by the Senate to serve as Chairman. Although 
each Governor is now confinned by the Senate, the Chairman of 
the Board may have been oonfirmed to serve only as a Governor 
and subsequently be appointed Chairman. The position of Chairman 
deserves particular attention as the highest official of the 
Federal Reserve System. 

A recent report by the Senate Governmental Affairs 
committee, "The Regulatory Appointments Process," recommends that 
"when a chairman is selected from within the commission's 
membership, the designation be subject to advice and consent 
of the Senate." ("The Regulatory Appointments Process," 
at I7S) He support that recommendation. 

We agree with the report's conclusion that permitting 
this designation to be made solely by the President is an 
"unusual and unwise exception" to the general rule that high 
officials of the government be subject to the advice and consent 
of the Senate. We believe this is particularly true for the 
Chairman oE the Federal Reserve System, whose responsibilities, 
duties, and powers affect every facet of the economy. 

Subjecting the designee to the confirmation process would 
give the Senate the opportunity to examine the individual's 
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record, and to get answers and pledges from the person who 
will head the Federal Reserve. It would give the public an 
opportunity to express its views on the directions in which 
it believes the Federal Reserve should move. We strongly 
believe that such an opportunity ought to be provided. 

I appreciated this opportunity to present Common Cause's 
views on H.R, S094 , and look forward to working for its early 
enactment with this Committee. 



jjGoogle 



134 

Mr. Cohen. If I may, Mr. Chainnan, I would just like to add the 
names to the record, and send this up for the staff and the members 
to have. 

Mr. BEanley [presiding]. Without objection, so ordered. 

[A list of class C directors of Federal Reserve banks submitted for 
the record by Mr. Cohen follows :] 
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Mr. Hanixt. I understand that Mr. Brown is required to be on the 
Senate side reasonably soon. Is that correct ? 

Mr. Browx. Yes. sir. 

Mr. Haxley. Well, that being the case, if you so desire, without 
objection your statement can be entered into the minutes of this hear- 
ing, and we would do that prior to asking Mr. Cohen his questions. 

Mr. Browx. Well, that's fine. 

Should I briefly summarize it? 

Mr. Hanley. We are atteinptinfi to accommodate you. I j^ess my 
question is: How much time do yon have prior to your commitment 
for the Senate ? 

Mr. Bbowx. I have ample time, 

Mr. Hanley. Well, we will go back to Mr. Cohen. 

The list of diiwtors that you alluded to. could you describe them 
for lis? We have already agreed that that will be in the record. 

Atr. ConKx. What the chart shows is the names of class C directors, 
their fimcfious — their corporate functions. — and the companite they 
ail' pait of, which Federal Reserve bank they serve as a class C director 
of. what years their companies were investigated, and disclosed their 
questionable foi-eign payments; and what the amount was in each in- 
stances except in the case of John Eckmau, because that was unstated. 

The [Kjint l)einp; that 1 think, in this instance, when companies 
disclose such questionable foreign payments, and when each of these 
directors of thcBc companies have a i-esponsible position in their com- 
pany, and in addition just as dii'ectoi-s tliat earn- the responsibility for 
knowing wliat is going on, I think this is really a black mark on the 
appointment process of how the class C directors are appointed. 

There is no indication that questions wei-e asked. There is no indica- 
tion that any effort was made to find out what these people knew about 
it. or what their responsibility ought to be. Even if they knew nothing 
about it, they certainly have some responsibilities as directors. 

I point tliis out because I think a caieful system would have raised 
questions, at the minimum. 

I think there is no deliberative, open appointment system to the 
class C directors. I think part of the mission of this committee is to 
try to set up some ground rules in legislation on the appointment of 
class C directoi-s. And if you choose to let the Federal Reserve Board 
do it for class B directors, to do it for them as well. 

Mr. Han-let. You especially cover section 4 quite well in your testi- 
mony, and I assume that your position is that the committee hold that 
language intact? 

Mr. Cohen. Yes. sir. 

Mr. Hanlet, Is that a correct aesumption ? 

Mr. CoHEx, Yes. 

Mr. Hanlet. Well, it was lathei' interesting to note Chairman 
Bums' response to my question this morning — when admittedly the 
fact that the overhead of the Fed is sustained by non-appropriated 
moneys — that the Fed isn't required to adhere to legality. It certainly 
was not the intention of Congress when Congress vested that agency 
with its authority, that because it would be a self-funding entity it 
would not be subject to the law. 
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So you cover that very well in your testimony, and I think that the 
colloquy we had here this morning su^igests the essentiality of the 
committees moving in the dii-ection to close that loophole. 

Mr. Mitchell? 

Mr. MrrcHEi.1. Thank yoii, Mr. Chairman. 

It's good to see you again. Mr. Cohen. I just have two brief questions. 
Although I was not here this morning, I understand that Chairman 
Bums — and 1 have a copy of his testimony — raises some issues with 
reference to the provision of the proposed law which would prohibit 
the Federal Reserve Board and/or its individual members from doing 
lobbying to influence legislative actions. 

On page 9 in his testiuiony he says, and I quote, "The BoaM seri- 
ously doubts whether such a provision is consistent with tlie first 
amendment to the Constitution, which commands that Congress shall 
make no law abridging freedom of speech,'" 

My own reaction is that the language of the law — the bill that we 
have before us — in no way is violative of Hie first amendment. 

I would like to got your Reaction to Chairman Bums' position on 
this, 

Mr. CoiiKN. T disagree with Chairman Burns, As I have read the bill, 
I don't think it prohibits free speex-h at all. I think it is an effort at 
recognizing that the function of the Fed is not to engage in what is 
a new growth industry in this country, artificial and indirect lobbying, 
particularly indirect lobbying, 

I think it goes to overt action, rather than to speech. And I think 
that it is such a fundamental point, and we have done some of our own 
groundwork on this, that I would like if we may, Congressman Mitch- 
ell — and with the permission of Congressman Hanley — if we could 
submit a brief legal memorandum on this very point ? 

Mr. MrrcHELL. I think it would be helpful, not only to me but to 
all the members of the committee. 

Mr. Hanley. Without objection, so ordered. 

[The legal memorandum submitted for the record by Mr. Cohen 
regarding whether "Se<rtion 4 of H.R. 8094 is in violation of the First 
Amendment"' follows:] 
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common cause 

B0» M STREET. NW.. WASHiNBTON. D. C. 80036 laOSI 533-1300 



MEMORAHDUM 



Arthur P. Burns, Chairman of the Board of Governors of 
the Federal Reserve Syaten, questioned the constitutionality of 
Section 4 of H.R. 8094. Section 4 would prohibit officials and 
employees of the Federal Reserve System from seeking the assiatan< 
of those subject to its regulatory authority in lobbying on 
legislation affecting the Federal Reserve System. Specifically, 
he argued that the prohibition is so broadly worded as to 
have a chilling effect on innocent communication and, therefore, 
inconsistent with the First Amendment. 

At your request I have examined the pertinent case law 
on the subject, and it is my view Mr. Burns is incorrect. Congrei 
may constitutionally prohibit officials and employees of the 
Federal Reserve System from seeking assistance in lobbying Congrec 
from those subject to its regulatory authority. 
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In Civil Bervlow Co«imlB«lon v. Letf r CwrlwB , 413 U.S. 

S4S (1973), the U.S. Suprcma Court uphald th« Hatch Act provlalon 

forbidding federal employ*** from taking "an actlv* part in political 

nanaganant or in political campaign*.* Hatch Act t 9(A), 5 U.S.C. 

t T324(a)(2). In holding that the ImpaiEnant of federal einployaa'* 

Piret Anendment right* wa* ju*tifl*d by a ■ubstantlal govarniMntal 

intareat, the Supreme Court obaervedi 

It aeems fundaoiental in the firat place that 
employee* in the Executive Branch of th* 
Government, or those working for any of it* 
agencies, should administer the law in accordance 
with the will of Congreaa, rather than in 
accordance with their own or the will or a 
political party. 

Supra at 5ei-«5. 

The purposes of restricting the partiaan political activl- 

tiaa of federal employee* ar* aowewhat different than th* purpo*** 

underlying 6*otion 4 of H.R. 8094, but they are aufflciently 

*lmllar to b* controlled by the aane precedent. Any comnunloatlon 

from employees or officials of the Federal Reserve System to 

those It regulates urging legislative or executive branch lobbying 

carriaa with it the implicit threat of the granting or withholding 

of favors depending upon the raclpient'a reapona*. Horaover, 

It place* th* employees or the officials of the Federal It*8erv* 

Syaten In a position of not only administering the statutes under 

which the Federal Reserve System operates, but providing them 

with a tool to exert substantial influence over congressional 
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policy. In upholding th* Hatch Act prohibition against partisan 
political activity by federal employees, the U.S. Supreme Court 
stressed the need to keep those who administer the law from 
exerting undue influence over the processes which establish the 
laws they are to administer. The same reasoning applies to 
Section 4 of H.R. S094. 

Mr. Burns makes two arguments to support his contention 
that Section 4 of H.R. SOS* is unconstitutionally overbroad. 
First, he contends that limiting the bill's scope to legislation 
"affecting the Federal Reserve System" is insufficiently precise. 
Second, he argues it Is impossible to determine which communica- 
tions are made with the "intention to influence" the actions of 
those regulated by the Federal Reserve System. 

Both of his contentions are without merit. In Broadrlck 
V. Oklahoma , 413 U.S. 601 (1973), the Court observed that applica- 
tion of the overbreadth doctrine is 'aunifestly strong medicine 
.... [i]t has been employed by the Court sparingly and only 
as a last resort." Supra at 613. Accordingly, the Supreme Court 
held that for a statute to be invalidated on this basis, 'over- 
breadth of a statute must not only be real, but substantial as 
well, judged in relation to the statute's plainly legitimate 
■cope." Supra at 615. 



.yGoogIc 



Hr. Burn*' firat ovarbreadth contention ~ that limiting 
tbe prohibition to la^lalative aotlona 'affecting' th« Federal 
Reaerve Syaten is constitutionally ovarbroad — la without meclt. 
The Board of Governors of the Federal Beaerve Syateni periodically 
publishes a document entitled Federal Reaerve Act . The document 
is described as a cocnpllatlcn of the Federal Reserve Act and 

y 

'other acts of Congrees that affect the Federal Reserve System.* 
If the staff of the Federal Reserve Systeii la capable of identifying 
legialation which will affect the FVderal Reserve System for purpoaea 
of producing the document, it surely la able to do ao In order to 
ascertain whether the prohibitions of Section 4 are applicable. 

Hr. Burns' second contention — that it is difficult to 
ascertain whether a communication is made with the 'intention of 
influencing* legislative action — is also without merit. Section 
4 la drafted to prevent employees and officials of the Federal 
Reserve System from seeking the assistance of those it regulates 
in lobbying on legislation affecting the Federal Reserve System. 

The central thrust of Section 4 is to prohibit comnunlca- 
tions made with the intention of enlisting support in a lobbying 
campaign. In any given case this may depend on the specific 
facta. However, it is not impossible for an official or an 
employee to know his own intentions. This is why Mr. Burns' 
■acond overbreadth assertion is without merit. 
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Mr. IbrcHELu My second question again deals with the position 
that Chairman Burns has taken with regard to that section of the law 
which calls for a forecasting of interest rates bv the Federal Reserve 
Board. ^ 

The essential problem, of course, is that the whole economic system 
does swing back and forth, dependent upon where interest rates are 
pegged. Chairman Burns takes the position that if the Board should 
forecast interest rates over a year's period, at the end of the year there 
would be havoc in the money market. This is because persons, corpora- 
tions, and businesses having knowledge of future interest rates would 
be inclined to sell or buy in unusual volume simply because they have 
that knowledge. 

What is your position on this subject ! How do you react to Chair- 
man Bums' position ? 

Mr. Cohen, Let me say, straight off. Congressman Mitchell, I feel 
distinctly unqualified to comment on the monetary aspects, and I do 
not feel — nor does Common Cause know enough about the economics 
of monetary policy, to be fully helpful. 

One point I want to make is that I think there is a problem of 
credibility in some of Chairman Bums' assertions. The ones that go 
to process. And this in part goes back to Congressman Hanley's point. 
It is precisely when you have an independent system in which the 
Governors are appointed for 14-year terms, that you have to have 
greater accountability requirements. 

That means that you need — and this goes to a philosophic point of 
view that I do feel comfortable about — it means that you need, you 
constantly need, openness. You constantly need discussion. You need 
information. And it means that matters should not be husbanded and 
hoarded and kept in the dark. 

The Feds are trying to create their own mysterious tribal rites of 
monetary policy, and that makes me. as a citizen who is not an expert 
on this matter.'very, very distrustful and skeptical. And I guess as a 
lay person I would say I don't know why you can't forecast interest 
rates. I don't know why you can't be in a position of talking about 
ranges, and alternatives, and consequences if step A is taken this might 
happen, or this might happen to the market if step B is taken this 
might happen to the market. 

Mr. MiTCHELLu Do I have time for one other question, Mr. Chairman ! 
Mr, Han-lf,y, The gentleman will proceed. 

Mr. MrrcHELi^ I have introduced a bill upon which we have had 
hearings in my subcommittee, which is designed to accomplish two 
things. One. to make the term of the Chairman of the Federal Reserve 
Board not coterminous, but consonant with an administration. 

And. two. to i-equire that the Chairman and Vice Chairman of the 
Federal Reserve Board be approved by the Senate. 

Really, one of the intents behind my legislation is to try to bring 
about a better degree of coordination between fiscal and monetary 
policy without in anv wav usurping the power of the Federal Reserve 
Board to make monetary policy. It is just a better coordination between 
the two. 1 , ■ 1 i.- ij 

If you are generally familiar with that proposed legislation, would 
you share your reaction with me and the members of the committee? 
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Mr. CoHEx. We would support it. I think one of the things we have 
certainly learned— particularly as a result of all of the efforts made 
in the 1960's on the part of economic policy questions — that things 
interact, and intersect, and intertwine in ways that no one could have 
imagined some years back. And therefore T think it is appropriate to 
make the Chairman of the Federal Resei-ve Board's appointment con- 
sonant with a President's term, 

I think confirmation goes without saying. We have worked hard at 
trying to improve the Senate confirmation process. The Senate Bank- 
ing Committee is one of the better committees, one of the few commit- 
tees that at least probes — as we witnessed in the, recent McKinney 
nomination for the Federal Home Loan Bank Board. 

All I can say is, if the confirmation part is adopted, Congressman. 
I think the work of your committee will not end in urging the Senate 
side to do a more thorough job in the confirmation process, and needless 
to say, the confirmation process is not a substitute for oversight. 
Mr. Mitchell. Thank yon very much. My time has expired. 
Mr.HAxijiY. Mr.Kelly? 
Mr. Kelly. Thank you, Mr. Chairman. 

Mr. Chairman, I want to, if I may. be certain of the record, I believe 
that I understood the chairman to attribute the comment to Dr. Bums 
in his testimony before this Committee this morning to the effect that 
Dr. Burns said that the Fed and the directors don't have to comply with 
the legality because they are not dealing with appropriated funds. 

Mr, Hanley, If I may respond, that is exactly what Chairman 
Bums said, that, by virtue of the fact that the agency is self-funded 
and doesn't use appropriated funds, that then it is not subject to the 
provision in the law; whereas, we say that any agraicy using appro- 
priated funds cannot engage in lobbying per se. 

Mr. Kelly. I undei-stowl the Chairman's exact language to be: "It 
doesn't have to comply witli legality." 
Mr. Hanley, I'm sorry. 

Mr. Kelly. "It doesn't have to comply with legality" — referring to 
the comment by Chairman Burns. 

Mr, Hanley, Well, what we are saying here is that an agency 

Mr. Kelly. Mr, Chairman. I am just trying to understand what you 
were saying, not what we were saying, 

Mr. Hanley. Well, I think, very simply put, I have attempted to 
explain it— that what Chairman Burns has said, that by virtue of the 
fact that the Fed is a self-fimded agency, it is not subject to the i-estric- 
tion ordinary to other agencies of Government who do use appro- 
priated funds. 

Mr. Kelly. Was the chairman here in this public meeting represent- 
ing that the Chairman of the Federal Reserve Board was saying that 
the Federal Reserve Board is free to operate outside the law and 
illegally? 

Mr. Hanley. Well, that would be my" interpretation of his response 
to my question. 

Let me qualify that by saying this; No, it is not illegal but it cer- 
tainly is not within the spirit of the law; and obviously we have un- 
covered a loophole here that I believe the majority of the C<mgre8s 
would be interested in taking care otf . 
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Mr. Kelley. Well, is the chairman suggesting that the Federal Re- 
serve Board has been operating illegally ? 

Mr. Hanley. I am not saying it was operating illegally. Apparently, 
on the basis of this testimony, it has not been operating in accord with 
the spirit of the law, though it has not done something illegal. 

Mr. Kelley. Now, is that the law in its broad spectrum, or some 
specific provision? 

Mr. Blanchard. Mr. Chairman, this dialog is interesting, but we 
do have two witnesses here, and other members of the committee. 

Mr. Kelly. Mr. Chainnan, may we have regular order? 

Mr. Hanley. We are working on Mr. Kelly's time, Mr, Blanchard. 

Mr. Kelly. I thank the chairman. May I have credit on my time for 
the inten'uption ? 

Mr. Hanley. All right; you get 21 seconds in addition. 

Mr. Kelly. I thank the chainnan. 

Now, Mr. Cohen, do you have any information that would permit 
you to testify here that the Federal Reserve Board is operating 
illegally? 
' Mr, Cohen. I don't think the question. Congressman Kelly, is as 

Mr. Kelly. That is the question. What I want is the answer to that 
question. 

Mr. Cohen. I think they are operating in an unaccountable way, 
that may be legal or illegal ; but regardless of which it is, it is un- 
accountable. 

Mr. Kelly. But you don't have any information about any illegal 
operations of the Fed ; do you ? 

Mr. Cohen. I don't claim to have any such information. 

Mr. Kelly. Fine. I thank you. 

Now, you indicated that you wanted openness with regard to the 
operations of the Federal Reserve Board. Is that your statement? 

Mr. Cohen. Yes. 

Mr. Kellt. Now, would that include the Federal Reserve Board 
making judgments and then rendering those judgments public on a 
periodic basis? 

Mr. Cohen. Well, that is only part of openness. 

Mr.KsLLY. But that is a part that you want? 

Mr. Cohen. No ; I think one wants more than that. 

Mr. Kelly. But you do want that much. 

Mr. Cohen. But I do want a lot more, too. 

Mr. Kelly. But you do want that much ? 

Mr. Cohen. Yes, but if you stop with that, that is unacceptable. 

Mr. Kelly. Well, I don't know how much further I want to go. I 
want to know, do you want to go that far ? 

Mr. Cohen. Yes, and further. 

Mr. Kelly. Mr. Chairman, I have been advised my time has ex- 
pired ; so I would yield back the balance. 

Mr. Hanley. Thank you, Mr. Kelly. You are very generous. 

Mr. Blanchard. 

Mr. Blanchard. Thank you, Mr. Chairman. 

First, I want to commend Common Cause for its position on this 
bill and most of the other previous legislation relating to lobbying and 
opening up the process of government. 
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^ ^-vai^'p the game problems with tlie current practices of the Fed that 
^ ^^^^ •.^o and tlnit our chairman, Henry Reuss. does. Mechanically, I am 
; W_-t 1 1*? i"oncerned as to liow we appi'oach it. I understand that accord- 
'^^^y- to la«". Federal agencies aren't supposed to lobby, but I see no 
.^, ^^^t^iu'o that that is really complied with. 

*^ -j_ liapiwn to be big on disclosure, and I hope we get our lobbying 

Y,w \ tlin>iifrli tiiis session, as going a great distance toward making 

, ^j. x-v*>nt' awai-e of lobbying and who is doing what and for what 

'^^*' Tr>o .^''^i' think, thoug)). Mr. Cohen, that it is realistic to expect Fed- 
_^.,^1 agt'uoios to refitiin from lobbying? I separate lobbying those they 
'^^^,y;»ilate, lint is it i-eally realistic to expect the Secretary of State not 
.^, %vant to advocate certain positions with Members of Consress? 

^Ir. OoiiKN, Of coui-se not. And I think when you deal with lobby-. 
vixtf- ''"' *"'■"*"'' lobbying disclosure bills that are before the Congress. 
o f *.-oni>*'. don't deal with the executive bi-anch ; and there is a problem 
^^„_-tnise of what the United States Code says; and everyone knows that 
ilirtt is not followed, 

I think tbt'iv needs to really be an overall look at that. Obviously. 
I^,l,liyiutf or con uuunicat ions with House Members and Senators and 
^hoil' offi*"*'" JPH'S beyond just fomial testimony; and all of you know 
, i^,.^t von prolmhly often learn a lot more in informal settings than you 
1^» in formal settings and no one wants to cut that oflf, or no one 
j»otdd « »"* *« <■"* tliat off- 

1 think tlu'iv needs to be a certain amount — there clearly needs to be 
{(^-Kvuivou that end; and there also needs to be a look at what often 
^•mv' of tho ivUtionships are of people who are in various offices which 
».,. m»i limitwl to just the legislative liaison oiRces, as they drum up 
■ :v ^^'u»■i>'s' business and, in effect, engage in all the indirect activities, 
-HiS ) think tliat is a problem that clearly needs to be addressed, and 
.i^.-v >s uo getting away from that. 

\lt Ui ^NCHAnn. You responded to Congressman Mitchell's sug- 
.^^,, (,sn tu his bill, of makinflr the Chairman— ^the term of the Chairman 
y ; r^' (Uwnl cuterminus with that the President. 

\l. v't'HKN. 1 think he ^aid "consonant with." Was it "coterminus" i 

\j. MrixiiKi.i.. Not "coteiminus" — "consonant." If the gentleman 

.i.siM \«'ld we deliberatelv desiffned it so there would be a year's 

;,,h.>vmv iH'lween the confirmation of the Chairman of the IJoard 

i.i.i > 'tv^ ' iuH' that the Pi^esident is sworn in, 

\li. \\\ ^Ni'irARU. That would seem to suggest the greater account- 
,;i.|ii V that all of us desire. And T understand you support that. 

I .^vM wondering — there lias also been a suggestion to shorten tlie 
m Ml »^f hipiuIm-i-h of the Board of Go\-ernors from what is currently 14 
, i.tj ,» t.v* sonu'thintr less, perhaps 8, 

Htt.< vVnunon Cause, or have you. looked into this questiont Again. 
>i..' *^v st'tting back ;it accountability and sensitivity to the public. 
^1 . vV'MKS. We have not looked into that precise nuestion. We have 
;\f,i.' » U»t of work on other regidatory agencies which often have 
,,.!■ i^ptHiintments. pnd we have tried to address the p!t)blem of 
■,!. ,!t» (H'lUih' serve out their terms and then not wander off into the 
.... iintu^lries tb'- -regulating. 
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I think that is not only obviously important, I think there is some- 
thing to be said for reduced terms. I think there is something to be 
said for having some responsibility in the executive, branch, and 
particularly in the White House, for much more deliberation and 
openness in the Fed appointments themselves as well as the other 
regulatory appointments. 

These are often — a lot of the action takes place before the appoint- 
ment is sent up ; and I think that has to be — that clearly has to be 
built into the process. 

We made some suggestions to the White House and before other 
committees about logging the various efforts about lobbying tJiese 
appointments; and T Uiink that would clearly be useful for all regu- 
latory agencies and independent agencies such as the Fed. 

Mr. Blanchabd. Thank you. "My time has expired. 

Mr. Han-ley. Thank you, Mr. Blanchard. 

Mr. Derrick? 

Mr. Derrick. Thank you, Mr. Chairman. 

Mr. Cohen. I thank you for your testimony. 

Let me understand exactly what your limit would be for the lobby- 
ing activities. 

You. in your statement to Mr. Blanchard, used the term "learn." Are 
you going to prohibit a f i-ee flow of communication between the Fed- 
eral Reserve and Members of Congress, either in a private or a public 
forum? 

Mr. Cohen. No. 

Mr, Derrick. You would not? 

Mr, Cohen. No. 

Mr. Derrick. What you are objecting to is — to them going back to 
the grassroots route of the banks? . 

Mr. CoHKN. That is right. The people that they are regulating. 

Mr. Derrick. You would prohibit them from having this forum 
with their bankers back home, or, if they did, then the bankers would 
not be allowe^l to communicate that to their Congressmen? 

Mr, CoHEx. Well, I don't think you can ever stop bankers or any- 
body else fi-om wanting to conimimicate with their legislators. I think 
you Iiave to start — the restraints have to be placed upon the Governors 
themselves. 

Mr. Derrick. Well. I know, in the structure of the Federal Reserve 
and in the banking system, you know, we are approached by lobbyists 
every day, and we are called upon every day to use our judgment in 
eva]uatin<r the information that thoy give us. So, I fail to see why the 
Fed should not have that ritrht also to communicate with the bankers 
and say. "Listen, if this legislation is going to affect you in this man- 
ner , , ," And why should I be limited from having a free flow of 
information with mv constituents ? T think that I would have the judg- 
ment, as most Membei-s of Congress would, to evaluate that informa- 
tion and say, "All richt. it is coming from a lank, and the bank's 
stockholders are not the least of their concern." and you evaluate it 
accordingly. 

Mr, CoiiEN. T think the problem, Coneressman Derrick, goes with 
the relationship that the banks have with the Fed itself, and it ia 



.yGoogIc 



156 

because of that relationship that it is the fact that they can be <lo- 
pendent upon actions taken by the Govemors and that I think you 
need to have that kind of restriction. 

The banking interests and all other organized interests in this coun- 
try — and when I talk about "organized interests," I mean all of us — I 
mean, people like what I represent are all pretty capable of knowing 
■when our interests are affected adversely or otherwise. 

Therefore, the banks do not need to be dependent upon the Fed to 
be told that. "You ought to do this about Sunshine," or "You ought 
to do this about GAO audits," or "You ought to do this about some- 
thing else." 

ilf . Derrick. Where are they going to get the informatitm ? 

Mr. Cohen. Well. I think they are very well represented by the 
American Bankers Association; and, indeed, many of the banks — 
some of the banks, at least — have their own representatives here. They 
monitor what is going on. 

Mr. Derrick. Well, since I have been up here, I certainly have not 
agreed with everything the Fed has <lone. but it appears to me that the 
Fed over the years has probably been one of the most stable agencies 
or institutions that we have. 

It seems to me that if wo are going to go jump on someone or try to 
restructure some area, that there are a lot more that would have n 
priority before we get to the Federal Reserve. 

I just fail to see whei-e there is any great damage. Now, I have heard 
quite a bit of discussion here this afternoon, and innuendos about il- 
legal acts and all of this : but T have never heard of any of this. There is 
no scandal at the Fed; though I realize you try not to wait until it 
happens. 

Mr. Cohen. That is clearly right. But. apart from that, I think one 
of the thinEts that goes with stability, Congressman Derrick, is that 
often institutions are relativelv unexamined : and I think that is one 
of the thines that has been missing. And we sometimes — you know, 
the Federal Reserve Act of lftl4 was clearly one of the important re- 
forms in this coimtry ; and like many reforms, it can become rigidificd 
and .'Stultified and perhaps no longer even serve the purpo«^e it was 
intended to, or even the purpose it was first intended to may no longer 
be valid. 

And I think it is healthy to put the Fed under the kind of scrutiny 
it is being placed under now. But T also think that it is a public in- 
stitution even as it is independent, and. therefore, some ground rules 
need to \w applied to it. And the very fact that you have on the 8(k^) 
reports filed with the Securities and Exchange Commission, by ad- 
mission, the,se are questionable foreign payments by admission of the 
filers, the fact that as far as we know — and perhaps it would be use- 
ful for the committee to pursue this witli the Fed — when they learned 
this, what steps were taken to find out what those directors knew, if 
anvthins-, what should they have known? 

Somethinc iust like that doesn't suefrest scandal: it doesnt sug- 
gest instability. But if suesrests. especially if the Fed did not do any- 
thing, it suggests carelessness. 

Mr. Derrick. In other words, you just want to know more? 
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Mr. Cohen. 1 think it is more than knowing more. I think you are 
asking for an exercise of responsibility that so far has not been forth- 
coming from the Fed, at least as we see it, in the naming of the vari- 
ous class C directors. 

Mr, Derrick. Is there any indication from the final results that 
they have not taken care of their house in proper order or kept it in 
proper order? I mean, is there anything you can point to, other than 
a difference, possibly, in monetary policy as you would have it? 

Mr. Cohen. Well, I was careful not to comment on monetary policy, 
because we don't have a position on it. 

Mr. Derrick. Well, I disagree with them on monetary policy frcMn 
time to time. 

Mr. Cohen. Well, I think what we were saying here is, here is the 
Federal Reserve System that intertwines with both the private and 
public sectors. It is clearly important. It affects our governance ; and 
we learned something that we did not learn, that we did not know 
back in the 1950*8 and the 1960's and even in the early 1970'9 — 
that certain rules of accountability ought to apply to our various 
institutions. 

I think those rules of accountability, the thrust of them, certainly 
ought to apply to this agency ; and one of them would include the 
limits on their ability to stimulate tho kind of lobbying they do with 
tho regulated institution. 

Mr. Derrick. I thank you, Mr. C'ohen. 1 yield back the balance of 
my time. 

Mr. Hanley. Thank you, Mr. Derrick. 

Mr. Evans (Indiana). Mr. Chairman, I have no questions. 

Mr. Hanley. Mr. Lundine? 

Mr. Lundine. I would like to pursue this matter of lobbying a 
little bit further, because of your strong advocacy for section 4 of the 
bill and because I have some concern about it. 

Would you prevent the Fed from passing resolutions as to their 
judgment on legislation, either affecting the Federal Reserve System 
itself, or other financial questions? 

Mr. C-ouEN. I would not. I think I view a resolution as a formal 
communication, much in the same way as you would view testimony 
or a report or something of that sort, and, therefore, to me, a resolu- 
tion is an appropriate action. 

Mr. Lundine. And if they passed resolutions, there would be no 
prohibition on those resolutions being opened to public knowledge? 

Mr. CcniEN. I would hope not. Although, at least from our initial 
looking at the Federal Register, since the Government in Sunshine 
Act has been adopted, there doesn't seem to be an overeagemesa to 
welcome that law by the Fed. But ol)viou8ly, if they want to publicize 
their rewlutions, I would assume thev would. 

Mr. Lundine. Therefore, the lobby groups such as the ABA and 
others representing the banks would have an opportunity to know 
what the Federal Reserve's position is on these matters and take any 
action they thousht was appropriate in the interests of their members 1 

Mr. Cohen. That is right. 
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Mr, LuNDiKE. So, your argument is, you are not really cutting down 
on the freedom of expi^ssion of viewpoints to Members of Congress 
or others who may set policies, but ratner, you simply want to cut off 
the direct contact between the officers and directors of the Fed and 
the member banks. 

Mr. Cohen. That is right. I think there is an unstated demand 
placed on tlie member banks under the present ground rules and one 
sees the evidence of it in some of the minutes and certainly in the 
experience we had directly on the Sunshine legislation. 

Mr, LuNDiNE. I was sorry I was late, and this may have already 
been covered, but turning to another aspect of this bill, in section 1, 
the Chairman of the Federal Reserve Board expressed his grave res- 
ervations about the requirement that he be called to account or giY^ 
estimates of his opinion as to what interest rates will do in the future. 

What is your viewpoint on that? 

Mr. Cohen. Well, Congressman Mitchell posed that question to me, 
and I indicated that I was a laypei-son, and we don't have a position 
on that point. But I think it goes to what philosophy you want to 
follow. Chairman Burns— this is not f> new tack that he is taking. 
And what I indicated to (Vngressman Mitchell was that I think it 
is important for us to begin to strip away some of the tribal rites of 
the Federal Reserve Board and the Federal Reserve System, and that 
we work, and as a laypoi-son, I could not understand why one could 
not give forecasts with ranges and consequences and what alterna- 
tives might be. And I think that just comes as a layperson's opinion. 

Mr. LuNDiNE. You wouldn't think that those would tend to be- 
come self-fulfilling prophecies? 

Mr. Cohen. I don't think they have to become self-fulfilling; and 
that's why I talk about alternatives and consequences. 

Self-fulfilling prophecies come about when people choose to do 
nothing, and they just let it happen : and if we talk about alternatives 
and consequences, then you are talking about the steps that would 
either hinder or speed up or change various aspects of economic pol- 
icy. And I think it becomes important because there is much more 
recognition of the intermeshing of fiscal policy and how it affects 
monetary policy and vice versa. 

Mr. Ltjxdine. Do I understand it is your basic position that you 
don't question the integrity of the Federal Reserve? 

Mr. Cohen. Right. 

Mr. Lundine, But what you want is openness so that we can have 
the facts upon which to assess that integrity? 

Mr. CoTiEN. That is right. Just as we worked at building an account- 
ability system in the Congress, as you recently did with your ethics 
code, the ethics code that the House and Senate adopted and the vari- 
ous procedures that the majority party does in caucus, in open meet- 
ings and open markups. Just as we are working at doinc that in the 
executive branch, vou have to do it in those agencies which are neither. 

Mr. Ltjndine. Thank you very much, 

Mr. Hanlet. Thank you. Mr. Lundine, 

Mr. Vento? 

Mr. Vento, Thank you, Mr, Chairman. 
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I have looked at your statement, Mr. Cohen, with some interest; 
and I would like to congratulate both of you on your statements. They 
are excellent. They get to the key of the problem. 

In a number of instances here today, this committee has seen ex- 
amples where it has tried to get you into the crossfire of different 
philosophies with regard to the Federal Resorve System. 

It is imperative, as we address this particular problem, that we try 
to disassociate our philosophies with regard to monetary or fiscal 
policy from the actions that we take in terms of these reforms — these 
much-needed reforms. 

Mr. Cohen, today I asked the Federal Reserve Board Chairman, 
Dr. Bums, to submit to us the rules and regulations that have been 
adopted by the 12 member units, the boards of the banks, regarding 
standards of ethics that they have set up. And he said that, in a cer- 
tain time — I don't know what year because he did not understand what 
year, but he gave the impression that they have adopted codes of 
ethics. Are you aware of any of these codes of ethics? The reason 
I ask is, I Imow you did not take this position without looidng into 
the background to see what standards they hold themselves account- 
able on and the basis of what standards they hold themselves ac- 
countable, so I am interested in any research you might have done 
in order to pursue that. 

Mr. Cohen. I would be happy to share with you, and anyone else, 
the working papers we have on this. I can tell you that the standards 
we urge them to adopt in this testimony, such as the financial disclo- 
sure and the various conflict regulations, are not part of their exist- 
ing regulations. And that is a serious omission in this day and age. 

And you see the problem is. Congressman, that they are not even 
serious debating this inside the Fed — at least from what we have 
learned. Now if I am wrong, I would be glad to be corrected. 

Mr. Vento. Well, I don't Know if you are wrong or if you are right, 
but I think if they are doing it, they are keeping it a good secret. Until 
this morning's testimony, I had heard nothing about these rules and 
regulations that have been developed, or that guide them. And I think 
at the very least that they ought to be overt, and they ought to be open 
so that we can look at them and judge whether or not the conduct is 
within those guidelines that they have set down. 

Maybe they are there, but we don't know about them. And I was 
interested in whether or not you did. 

In looking through the bill, there have been a number of references 
to It^bying and trying to impose requirements in terms of disclosure, 
and proper conduct of individuals, in terms of their official respon- 
sibilities as regulators. These are not unusual arguments, are they, in 
terms of what constitutes political influence ? 

Isn't there a pretty good Irnse for case law that exists now that we 
could plug in that would be workable! So that, for instance, these 
Federal Reserve banks would not be paralyzed ? 

Mr. Cohen. I would think so. 

Mr. Vento. In other words, you are confident that many of the ac- 
tions that your organization has initiated that we have not paralyzed 
State officials in the exercise of their responsibilties, have we ? 
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Mr, Cohen. No ; not at all. 

Mr. Vento. And that some of the contentions that were raised, 
this morning for instance, the Federal Keserve Board Chairman Dr. 
Bums, suggested that maybe we could solve the representation prob- 
lem by further appointment of individuals, rather than by election of 
individuals as class A and class B officers. Did you observe that in his 
testimony, and what is your reaction ? 

Mr. Cohen. I did. and I indicated that I thought it theoretically 
may make a lot of sense — the suggestion as it applies to the class B 
directors — but only if there is evidence that the Fed itself is under- 
going an open and deliberative, and seeking out — reaching out ap- 
pointment system. There is no indication that they are, as we point out 
on our study of the class C directors who are supposed to represent 
consumers and interests other than business and labor — or other than 
business and banking. And from what we can tell it is not a very bal- 
anced group. 

So they are doing a poor job, 

Mr. Vento. Well, we have some real problems. You know I am a 
freshman Member of Congress, and I note that our chairman has been 
working on this problem for some time, and asked for the minutes of 
the meetings, and he received minutes from 3 years that had 900 
deletions. 

Do you think that Congress can properly exercise its role in terms of 
oversight unless it, for instance, can actually have complete access to 
that type of information ? Whether or not it is made open to the pub- 
lic is another question that the chairman and Dr. Burns have been 
discussing. But don't you think that Congress should at the very least 
require that it have access ? 

Mr. Cohen, I do. Let me go by an example which preceded your 
entrance into the Congress, while you were in tlie State legislature, 

When the Budget Act w&s considered, and Congress adopted the 
Budget which we see as an important and really a constructive wid 
helpful change, one of the things we ui^d was tiiat a lot of the early 
working papers be available to the various committees that have juris- 
diction over the various programs and agencies. 

And that way. you would begin to get a sense of how the executive 
branch was sorting out its own priorities. I think the same kind of 
principle can be applied in this instance. 

Mr. Vento. Well, thank you. My time has expired, Mr. Chairman. 
T appreciate the opportunity to question the witness. 

Mr. Hanlet. Thank you, Mr. Vento, 

There is a record vote on the floor, and therefore the hearing wiXt\ 
stand in recess for 10 minutes. 

[Brief recess.] 

Mr. Vento [presiding]. The committee will come to order. I under 
stand both of our witnesses have a time problem. And because of that, 
we will ask that the statement of Jon Brown be sulwnitted for the 
record, and without objection it is so ordered. 

[The statement of Jon Brown on behalf of the Public Interest Re- 
search Group follows:] 
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StBtenent of Jon BroMn 

before the 

COHMITTEE OH BANKING , ?ANANCE AND URBAN AFFAIRS 

U.S. HOUSE OP BEPRESENTATIVES 

July 26, 1977 

My name 1b Jon Brawn. I am a Staff Attorney with the Public 
Interest Researoti Oroup, a Ralph Nader orEsnlzatlon. My principal 
BBBlBnotent 1b to monitor the Federal banking agencleB. 

H.R. Bos'! BeekB to remedy weakneases In the Federal Reserve 
System that have reaulted from unrestrained bureaucratic power, 
exceeslve secrecy, and a sweetheart relationship between the Federal 
Reserve System and the commercial banks It regulates. PIRO supports 
the basic thrust of H.R. 8091, but believes that several sections 
nust be strengthened If the bill Is to bring genuine accountability 
to the Federal Reserve System. 

Section I of the bill would declare that the goal' of monetary 
policy la to "promote maximum employment, production, and price 
stability." This provision would Inform the Federal Reserve that 
control of the money supply is not an end In Itself, but rather a 
means to the end of a strong economy - a concept that the Board has 
at times forgotten. However, Section 1 could be strengthened If It 
were amended to declare that the Federal Reserve "shall pursue 
■wnetary polldee designed to Implement the production, employment, 
and price policies established by the Congress and the President." 
This would Insure that the Federal Reserve would not use Its control 
of the money supply to follow economic policies different from those 
established by the Congress and the President. 
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Section 1 Hould also require the Federal Reserve to disclose 
to Congress at quarterly hearings Its twelve month money supply 
targets, proposed composition of the Federal Reoerve's portfolio, 
anticipated money velocity, and estlnated Interest rates. T!ie dis- 
closure of monetary aggregates and Interest rates is important, but 
It Is essential that Section 1 be amended to require In addition the 
dlsclosurs of the Federal Reserve's twelve month estimates of gross 
national product, unemployment, and Inflation. This would bring an 
end to the Federal Reserve's repeated and unfortunate refusals to 
provide this Information to Congress. 

The Federal Reserve estimates gross national product, unemploy- 
ment, and Inflation projections for alternative rates of growth of 
the money supply, and these projections are used In the selection 
of a twelve month money supply target. Arriving at these projections 
requires an analysis of the relationship between changes In the money 
supply and changes in production, price levels, and Interest rates. 
Rather than hide this analysis from public scrutiny, the Federal 
Reserve should make It available for constructive criticism by scholars 
and market analysts. In the present economic environment of uncer- 
tainty the relationship between money supply and production and prices 
la 'subject to change, and this makes the conduct of monetary policy 
a hazardous task, as witnessed by the Federal Reserve's unfortunate 
reinforcement of Inflationary tendencies in 1972-73 and recessionary 
tendencies In 197ll. To allow the Federal Reserve to continue to - 
estimate this complex economic relationship without the benefit of 
comment from scholars and market analysts Is an exercize In bureau- 
cratic 'pampering that we can no longer afford. 
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The disclosure of tuslvs montli eBtimAtes or Interast rates, 
gross national product, unemployment, and Inflation Is also esier.tlsl 
to Insure co-ordination of fiscal and monetary policy. The Ca.incll 
of Bconoaie Advisors and various cominlttees of Congress oaks public 
thair annual estimates of gross national product, unenployi-ent, and 
Inflation. The ?eder«l Reserve's failure to make similar dlsBlosures 
places Congi^sa at a disadvantage In estatillstilng fiscal polie?. 
Koreover, b; keeping aecrat its estliBates of gross natlOMil product, 
unemployment, and lnflation,lt Is poaslble for the Federal Reserve 
to improperly pursue economic goals that are inconsistent with those 
established by the Congrosa. Thus, dlaclosure is necosaari- in order 



to insure that the Federa: 
authority. 

Section 2 or the 
of the Federal Reserve Banlti 
selected "Hithout dii 
Bex, or national origin." 
leudttory, it la dlfflcull 
change the election 
not appear to be amenable 
developed in such are: 
could be cured If the 
action" obligation. 

Section 2Cc) of i 
Federal Reserve Banks 
■represent the public 



Reserve does r 



Kceed Its statutory 



provides that Class A. and Class B directors 

hall be elected and Class C directors 
lation on the basis of race, creed, color. 
Although the goal of this provision Is 
to see how the provision nould significantly 
.ectlon process, since these processes do 
to the discrimination tests that hare been 
employment or voting rights. This de-''e:t 
on were amended to Include an "affirmative 



bill provides that Class C directors of t 
111 be selected by the Board of Oovemors 
1 due but not exclusive consideration - 
the inHerests of agriculture, commerce, industry, services, labor, 
and consumers." The Federal Reserve Act currently Imposes no 
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jsLresentaClonal qualiricstlona on Class Cdlreootrs. The Introdj;- 
tlon of explicit repreaentational categories la necsssery becfiMse tr.s 
Eoard of Oovernors has demonstrated a strong bias In favor or large 
oopporatlons In Its selection of Class C directors. According to 
the Conmlttee Staff Report of August, 1976, 29 of 36 Class C directors 
are executlrss or directors of corporations, mostly large. 

Under Section SCb), Federal Reserve System member banks Ho^ld 
elect class B directors. to represent "services, labor, and eons-ji^ers" 
as well as the present categories of agriculture, conneree, and 
Industry. Section SCb) would also declare that the Class B directors 
shall be elected to 'represent the public." This language is extre?:ely 
Ill-advised. It is In the nature of a legislative fraud to deslsnete 
directors elected by commercial banks as representatives of the public, 
and this fruad Is not mitigated by broadening the eoonoTilc spec^rua 
from which the directors are elected, since they will continue to be 
beholden to the bankers. Imagine the public reaction were Congress 
to designate the American Bankers Association as a representative 
of the public interest. 7et this la essentially what Section 2(b) 
would do, since according to the Comnlttee Staff Heport of August 1976, 
five Federal Reserve Banks channel nominations for both Class A an3 
Class B directors through state bankers associations. 

The only way to transform the Federal Reserve Banks from spolceS' 
persons for commercial banks and large corporations into Institutions 
that operate In the public Interest is to provide for Presidential 
appointment of the Federal Heserve Bank Freaidents. The Federal 
Reserve Reform Act of 197G CH.R. 1293) contained such a provision, 
•nie Committee should return to Its earlier approach. 
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n>« putllc peaporiBlbllltles of the Federal Reserve Banks are 
so grisat that It is tn8?propt*late to view them as regional banXIr.g 
fkcllltles co-operatively owned and controlled by their member coa- 
■crelal banks. Their primary function Is not to serve as self support 
■wehantsms for thsir members. For eiataple, they are very dlslallar 
ftoD the Banks for Co-operatives of the Farm Credit System whose prl- 
■ary role la to provide menbers.wlth access to the credit market. 
Rather. Federal Reserve Banks have pervasive public responsibilities. 
Including monetary policy, check-clearing, automated clearinahousea, 
collection and analysis of regional economic data, supervision of state 
■eaber banks, and administration of the Bank Koldins Company and 3ank 
HerEer Acts. Permitting commercial banks to elect 6 of 9 directors 
and thereby control the selection of Federal Reserve Bank Presidents 
ts completely at odds with these broad public duties. In reference 
to their bank supervision responsibilities, allOHing the regulatees 
to select the regulators involves a gross conflict of interest. 

Presidential nomination and Senate confirmation of the Federal 
Reserve Bank Presidents is the proper way to remedy this unsatisfactory 
situation. Once Federal Reserve Bank Presidents are chosen by the 
President, the composition of Federal Reserve Bank boards of directors 
will become less significant. In fact, these boards of directors 
would become merely glorified Advisory Committees. 

Section 3 of the bill provides for Senate confirmation of the 
President's appointee for Chairperson of the Federal Reserve Board. 
This would enable the Senate to review the record of a Board member 
who is elevated to the Chalrpersonshlp, a review which may prove 
valuable in view of the 14 year terms of Board members ■ 

Saetion 5 would extend the conflict of interest provisions 
or 13 'J.S.C 208(a) to Federar Reserve Bank directors, officers, and 
employees. It la appropriate to prohibit Federal Reserve Bank personnel 
froa partlcipajiing In decisions In which, they have a personal interest. 
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Mr. Vento. Now we have just a couple of members that have not had 
a chance to ask questions, so we will try to move as quickly as we can. 

The gentleman from Georgia, Mr. Barnard. 

Mr. Barnard. Mr. Cohen, now do you settle the flagrancy of the lob- 
bying efforts of the Fed, at this point? 

Mr. Cohen. First let me thank both you, and Congressman Vento, 
and Congressman Hanley for moving along. I appreciate that, 

I think the examples we cited, particularly the one on the Sunshine 
Act, was really quite intense. I was struck by the intensity of it, and 
the fact that it was not isolated, that legislators commented on it and 
noted it. 

I think it is quite possible — I don't know if anyone has done a study 
of all of the Fed's minutes in toto 

Mr. Barnard. Let me interrupt you, at that point. That is the point 
I was making. It was brought out this morning that in examining all 
of the minutes of the Fed which happen to be something like 388 meet- 
ings, there was only 6 instances where this was developed. And I am 
interested to know whether or not you think this is sufficient to cast 
guilt on the whole Federal Reserve System. 

Mr. Cohen. Well, I don't think we are tiring to cast guilt on the 
whole Federal Keserve System. And I don't think it's solely a numbers 
situation, Congressman Barnard. 

It is interesting that the items that we know about from our own 
readings of the minutes was the GAO audit question. Now, however 
one comes out from a policy viewpoint on the GAO audit, the lobbying 
was engaged in, and stimulated. And it is certainly true on the Sun- 
shine issue. 

The point is, it goes to the items that go to the procedures and ground 
rules that the Federal Reserve Board, and the Governors, and the 
entire system will operate under. And that is what is disturbing. 

And you combine that with the fact that the member banks have a 
direct relationship with what the decisions that the Fed makes, not 
only in general policy but in specific matters as well, then I think that 
is where you run into it. 

And I think what we are trying to suggest are some cautionary, 
preventive items that could be taken that would not in any way hinder, 
impede, or chill the free flow of communication. 

I find it hard to believe that Chairman Bums or anybody else who 
is a Governor of the Federal Reserve Board would ever feel *'chilled*' 
in their communications. 

Mr, Barnard. Well, the other aspect that I asked that question is 
with reference to section ."> : Is Common Cause advocating a reorganiza- 
tion of the Federal Reserve System? And I say that, in view of the 
fact that if yon impose conflict-of-interest rules and regulations on 
class A directors, then you are asking that bankers no longer become — 
be eligible for membership on the board. 

And I think that has to be considered in the makeup, and this is 
something that, so much of the time, escapes us. The bankers of this 
country finance the Federal Reserve. They are the ones that buy stock. 
And they are the ones that have put the capital up for the Federal Re- 
ser\'e. It is not the Federal Government. 
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And, on top of that, there's a lot of other things involved in this 
other tiian just monetary policy. I mean, have you studied the other 
aspects of responsibilities of the Fed's boards ? 

Mr, Cohen. Well, we certainly are not unfamiliar with what the Fed 
does, as our statement tries to make clear. 

Let me just make a point on the question of Bnancial disclosure, and 
various conflicts of interest. And I want to go back to a point that 
Congraesman Vento made — and I know he did it, in part, out of his 
experience as a Stat e legislator. 

There is nothing new in the various aspects that is suggested here on 
the financial disclosure and conflicts of interest. Numerous States — 
well over half, as a matter of fact, when the ethics code was before tha 
Congress, we counted 38 States that have some form of financial dis- 
closure le^slation that affects executive branch, and people who serve 
on State boards, whether they are commissions of higher education, or 
sanitation commissions, and so forth. This is along those lines. 

And I do not think that, one, we are not in the business of reorganiz- 
ing the Federal Reserve System. We don't know anything about that 
part. And you don't reorganize the System through disclosure legisla- 
tion. 

And I don't think it would be reorganized through disclosure legisla- 
tion. But you do run into various problems. The New York Times, and 
other papers, commented on the Gilpatrick situation of some months 
ago, and it is I think a matter of prudence that it would not be a bad 
thing to require these financial disclosures. 
Mr. Barnard. I hate to interrupt you, but my time is about to expire. 
The point I am trying to make, though, is that every decision that is 
made in these regional banks has to be concerned with "banks. It may be 
made with reference to Reserve requirements. It has to be made with 
reference to margin on loans. There are so many technical things that 
take place that it appears to me that bankers should be the ones making 
those decisions. But every decision that is made does affect a bank. 

So it looks like to me that if you impose the stringency of your argu- 
ment, that you are going to have to reorganize class A directors. And I 
don't mean from the standpoint of disclosure. I am speaking from the 
standpoint of the things that are passed that are regulating the banks, 
Mr, Cohen. It is for precisely the duties that you describe what we 
think these minimal conflict regulations ought to exist and people 
ought not to decide questions about which their own bank is involved. 
And I think those steps are steps of prudence, not steps of 
reorcanization. 

Mr. Barnard. But you can't escape. The banks are set up so that 
every decision it makes would affect your bank. If it is a reserve re- 
quirement, if it has to do with the reserves for losses on loans, if it 
has to do with the makeup of how much yoii can invest in banking 
fixtures and buildings — it has to affect your bank. There is no decision 
that can be made like it. 

That is why I think a lot of consideration must be given to section 
5 as to how it could apply to the Federal Resei-ve, It is just unlike any 
other branch of Government, as was brought out this morning. It is a 
quasi-branch of Government. And I don't think it applies. 
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I think we might restructure it to apply; but I don't think we just 
can throw it in that gap. 

Mr. Hanley [presiding]. Thank you, Mr. Barnard. 

Do any committee members have any further questions ? 

5Ir. Vexto, 5Ir. Chairman, just one comment, and that is that Dr. 
Hunts did point out this morning that there arc only six instances 
where there apparently was some conflict of interest in the 3 years 
of minutes that were submitted to the chairman. But there were 900 
deletions. 

Mr. Barnard. Would the gentleman yield ? 

Mr. Vexto, With 5)00 deletions in 3 years, plus the fax;t that I undei^ 
stand, in talking with staff members, that they did not take every 
instance; they just took some examples to share with us. 

That's what he is referring to; but that is the point, that ought not 
to be missed in this whole discussion. 

Mr. Barnard. Did you mean conflicts of interest or lobbying efforts ! 

Mr. VExm, Well, lobbying efforts. 

The point is, there are &00 delegations that affect those minutes, 
plus the fact that the staff did not necessarily articulate each one that 
they found. They just had so much time to go through there. 

We also have to think of the impact upon a particular State, for 
instance, within that Federal Reserve System and how it is affected. 
Not all of this was aimed at Congress. Some of it was aimed at State 
legislatures. That gives one great cause for pause in terms of what 
their activity is. 

It would not be even as serious if, in fact, it were reported and we 
were aware of it. But the fact it is often covert — in fact, there's an 
unwillingness to even make it public. There's a legitimate question 
as to whether they should be involved in this. There could be a differ- 
ence of opinion on that. 

But to keep these types of activities under cover just points up the 
greater need, for instance, for some legislation along these lines; 
and I don't think there should be any disagreement with regard to 
that particular aspect. 

Fiduciary institutions and banks have a ri^t to be represented 
before this Congress, and T think they have all the capabilities to do 
it without necessarily the Federal Reserve System being the point- 
dog, for instance, in a legislative proposal. 

The Federal Reserve should function at arm's length in terms of 
the traditional relationships between regulatory agencies and the units 
that they regulate. 

It is a serious problem. We want to restore the credibility that this 
organization needs and deserves in order to function effectively in our 
economy. I don't think the attitude that we saw this morning is 
necessarily goins to restore that type of confidence. 

if r. Hani.ey. Thank you, Mr. Vento. 

Mr. Cohen, on behalf of the committee, our deep appreciation for 
your appearance and effort and your excellent testimony. 

With that, the hearing will stand adjourned, pending cal! of the 
Chair. 

["\Mierpupon. at 3 :25 p.m., the hearing was adjourned, subject to 
the call of the Chair.] DF PO*^ IT 
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